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PREVENTING  ABUSE  OF  FmHA'S  LOAN 

PROGRAMS 


THURSDAY,  FEBRUARY  3,  1994 

U.S.  Senate, 
Subcommittee  on  Agricultural  Credit, 
Committee  on  Agriculture,  Nutrition,  and  Forestry, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10:10  a.m.,  room 
SR-332,  Russell  Senate  Office  Building,  Hon.  Kent  Conrad,  Chair- 
man of  the  subcommittee,  presiding. 

Present  or  submitting  a  statement:  Senators  Conrad,  Leahy, 
Lugar,  Daschle,  Kerrey,  and  Grassley. 

STATEMENT  OF  HON.  KENT  CONRAD,  A  U.S.  SENATOR 
FROM  NORTH  DAKOTA 

Senator  Conrad.  This  hearing  before  the  Subcommittee  on  Agri- 
cultural Credit  of  the  Committee  on  Agriculture,  Nutrition,  and 
Forestry  will  come  to  order. 

This  hearing  is  on  the  subject  of  preventing  abuse  in  FmHA  loan 
programs.  I  first  want  to  thank  the  Administrator,  Mr.  Dunn,  for 
agreeing  to  appear  at  this  hearing  in  a  very  short  time  frame.  I 
want  to  commend  Mr.  Dunn  for  being  prepared  for  a  hearing  on 
a  subject  of  this  complexity  and  this  magnitude  in  such  short  order, 
and  I  very  much  appreciate  the  detailed  documentation  that  you 
have  provided  to  the  committee. 

I  want  to  welcome  everyone  else  who  is  here.  I  called  this  hear- 
ing because  of  the  Washington  Post  story  that  appeared  last  Friday 
on  abuse  of  FmHA's  loan  programs  by  borrowers  with  millions  of 
dollars  in  assets.  I  must  say  I  was  angered  by  the  examples  of 
abuse  in  that  story,  and  I  want  to  publicly  commend  the  Washing- 
ton Post,  and  the  writer  of  that  story,  for  what  I  think,  is  a  public 
service  in  bringing  to  light  the  names  of  some  of  the  people,  and 
specific  examples  of  abuse. 

First,  I  want  to  establish  at  this  hearing  why  we  are  not  collect- 
ing on  these  loans.  Under  the  law,  a  borrower  who  is  delinquent 
on  his  FmHA  loan  must  be  forced  into  foreclosure  unless  that  bor- 
rower meets  two  clear  conditions:  number  one,  the  borrower  must 
be  delinquent  due  to  circumstances  beyond  his  or  her  control;  and, 
two,  the  borrower  must  have  acted  in  good  faith. 

The  plain  interpretation  is  that  a  multi-millionaire  who  refuses 
to  pay  his  or  her  loan  is  not  delinquent  due  to  circumstances  be- 
yond their  control  and  is  clearly  not  acting  in  good  faith.  Therefore, 
under  the  law,  the  FmHA  should  be  foreclosing  on  millionaires  and 
others  who  will  not  repay. 

(1) 


That  is  the  basic  outline  of  existing  law. 

The  purpose  of  this  hearing  is  to  answer  several  questions  which 

1  think  the  public  would  like  to  see  answered  today: 

One,  has  FmHA  failed  to  collect  delinquent  loans  from  wealthy 
borrowers  who  have  the  assets  to  pay,  or  are  the  farmers  men- 
tioned in  the  Washington  Post  article  rare  exceptions  to  the  rule? 

Number  two,  what  is  FmHA's  strategy  to  collect  the  remaining 
delinquent  loans  of  wealthy  individuals  and  others  who  are  delin- 
quent? 

Three,  is  current  law  adequate  or  are  changes  needed  to  facili- 
tate collection  from  wealthy  individuals  and  others  who  clearly 
have  the  resources  to  pay? 

I  think  it  is  also  important  to  point  out  that  the  loans  obtained 
by  the  individuals  of  the  Washington  Post  article  are  no  longer 
available.  Congress  has  turned  off  that  faucet.  Congress  eliminated 
one  emergency  loan  program  and  sharply  curtailed  the  other, 
which  was  responsible  for  most  of  these  delinquencies.  I  might  add 
that  was  long  before  I  came  to  this  body.  Congress  identified  the 
problem  and  acted  to  either  kill  or  curtail  the  programs  that  gave 
rise  to  these  abusive  situations.  It  also  limited  loan  eligibility  to 
family-sized  farmers  who  personally  provide  the  majority  of  the 
labor  for  their  farming  operations,  and  it  sharply  limited  the 
amount  any  one  farmer  can  borrow. 

We  have  a  new  administration  now  at  USDA  and  a  new  Admin- 
istrator of  Farmers  Home.  Mike  Dunn  has  been  in  this  job  for  just 

2  months.  So  we  want  to  again  publicly  commend  him  for  being 
ready  and  willing  to  address  this  important  issue  on  such  short  no- 
tice, and,  again,  I  was  very  pleased  with  the  level  of  documentation 
that  you  have  provided  the  committee. 

I  am  very  pleased  that  my  colleague,  Senator  Lugar,  is  here,  the 
ranking  Member  of  the  Full  Committee,  somebody  who  has  been 
pursuing  these  issues  very  vigorously  the  entire  time  that  I  have 
been  in  the  Senate,  and  I  am  sure  before  that.  I  want  to  turn  to 
him  at  this  point  for  any  statement  that  he  might  have. 

Senator  Lugar? 

STATEMENT  OF  HON.  RICHARD  G.  LUGAR,  A  U.S.  SENATOR 

FROM  INDIANA 

Senator  Lugar.  Thank  you  very  much,  Mr.  Chairman.  I  com- 
mend you  not  only  for  calling  this  hearing  and  Mr.  Dunn  for  ap- 
pearing, as  you  pointed  out,  in  a  very  short  time  frame,  but  your 
diligence  on  these  issues  throughout  your  career  in  the  Senate. 

I  just  simply  want  to  comment  briefly  on  the  recent  article  in  the 
Washington  Post.  I  think  the  record,  as  you  pointed  out,  Mr.  Chair- 
man, should  reflect  the  fact  that  some  of  the  issues  on  the  loans 
that  are  spoken  of  did  occur  over  10  years  ago.  One  important  new 
item  pertains  to  the  impact  of  the  moratorium  imposed  on  March 
5,  1993,  by  Secretary  Espy,  and  the  delay  in  resolving  conclusively 
the  long  outstanding  problem  loans. 

This  FmHA  situation  has  been  the  subject  of  much  legislative  ac- 
tivity by  our  committee  over  the  years.  Often  I  believe  that  we 
have  not  been  fair  to  either  the  taxpayers  who  ultimately  foot  the 
bill  or  to  the  borrowers.  Over  the  years  we  have  put  into  the  stat- 
ute provisions  that,  while  good  intentioned,  have  insulated  borrow- 


ers  on  occasions  from  the  realities  of  the  financial  marketplace.  We 
have  instituted  generous  borrower  rights  and  appeals  procedures 
that  disadvantage  sound  management  and  loan  collection.  While 
these  provisions  nave  effectively  delayed  the  inevitable,  the  interest 
costs  associated  with  those  loans  have  been  mounting,  in  many 
cases  to  a  point  where  any  equity  the  borrower  had  was  lost. 

I  have  another  concern  as  well.  As  Members  of  this  committee 
know,  my  USDA  restructuring  proposals  were  not  only  efficiency 
oriented,  but  also  defensive  in  nature.  I  firmly  believe  that  our 
more  urban-oriented  colleagues  will  decide  that  USDA  and  the 
farm  programs  are  badly  in  need  of  reform  and  will  demand  timely 
and  thorough  action.  In  that  environment,  the  USDA  budget  could 
be  dramatically  reduced.  I  have  long  believed  it  is  incumbent  upon 
those  of  us  involved  in  agriculture  to  get  our  house  in  order  to  de- 
fend our  programs  against  those  that  criticize  them. 

Articles  such  as  the  one  appearing  in  the  Washington  Post  will 
certainly  hasten  the  day  when  USDA  and  the  programs  under  its 
jurisdiction  will  come  under  closer  scrutiny  of  those  not  predisposed 
to  support  agriculture.  In  many  situations,  FmHA  lending  is  nec- 
essary, in  situations  such  as  the  beginning  Farmer  Program  or  in 
the  short  term  to  those  truly  unable  to  secure  credit  elsewhere.  The 
Program  has  often  been  badly  mismanaged,  primarily  because  of 
directives  from  Congress.  The  Agency,  by  and  large,  is  often  ham- 
strung in  its  ability  to  act  forcefully  to  clean  up  problem  debts.  The 
end  result  is  that  those  debts  grow  larger  and  larger,  in  the  billions 
each  year. 

We  cannot  continue  to  hold  farmers  harmless  from  the  economic 
perils  of  farming.  It  is  imperative  that  we  change  the  direction  of 
the  Farmers  Home  Administration  lending  programs  and  allow  the 
Agency  management  to  make  tough  decisions  to  more  prudently 
manage  taxpayer  resources. 

The  first  issue  that  should  be  addressed  pertains  to  the  morato- 
rium on  foreclosures,  imposed  by  Secretary  Espy,  on  March  5, 
1993.  As  I  told  the  Secretary  at  the  time  in  a  letter,  I  was  con- 
cerned about  his  action  and  that  I  was  in  disagreement  about  the 
necessity  of  such  an  action.  As  the  current  statute  today  stands, 
the  farmer  borrower  already  has  the  tables  tilted  strongly  in  his  or 
her  favor.  Borrowers  are  given  considerable  deference  in  the  pack- 
age of  borrowers  rights  that  FmHA  is  obligated  to  offer.  Should 
that  offer  not  be  entirely  to  the  borrowers'  liking,  Congress  in  1987 
instituted  an  appeals  procedure  that  further  disadvantages  man- 
agement. 

I  do  not  quarrel  with  procedural  safeguards,  but  if  the  end  result 
is  to  freeze  the  actions  of  the  Agency,  we  are  doing  a  grave  disserv- 
ice to  the  taxpayers  of  the  country  and  the  Agency.  The  data  sup- 
ports that  argument.  Of  the  10,109  borrowers  that  have  received 
a  writedown  of  their  obligations  to  FmHA,  some  2,064  borrowers, 
or  over  20  percent,  are  already  delinquent  again  in  their  payments. 

The  second  issue  necessary  for  action  is  to  eliminate  the  ability 
of  a  borrower  once  that  borrower  has  received  a  writedown  or 
writeoff  from  receiving  another  loan.  Current  law  requires  FmHA 
to  ignore  past  repayment  history  when  considering  a  borrower's 
request  for  a  new  loan.  That  requirement  ignores  the  reality  that 
a  borrower  that  does  not  feel   obligated  to  repay  previous  debts 


may  not  feel  obligated  to  repay  those  incurred  in  the  future.  Other 
lenders  place  a  high  priority  on  the  past  repayment  practices  of 
borrowers.  That  is  what  credit  histories  are  all  about. 

Mr.  Chairman,  I  have  outlined  two  items  I  believe  are  necessary 
to  begin  the  transformation  of  the  FmHA  into  a  more  prudent  lend- 
er where  repayment  is  expected  and  tough  choices  are  made.  If  the 
Agency  acts  responsibly  today,  then  it  will,  in  my  opinion,  be 
around  in  later  years  to  assist  young  and  beginning  farmers — the 
Agency's  original  mission.  I  believe  in  that  mission.  I  am  reminded 
of  the  powerful  testimony  given  several  years  ago  before  this  com- 
mittee by  Jim  Mosely,  a  farmer  from  Indiana  who  served  as  an  As- 
sistant Secretary  of  Agriculture.  Jim  did  not  grow  up  on  a  farm, 
and  he  got  his  start  in  farming  from  the  FmHA.  Other  lenders 
laughed  at  this  young  would-be  farmer,  but  FmHA  did  not,  and 
today  he  is  probably  one  of  our  State's  top  producers.  We  must 
allow  this  Agency  to  return  to  this  high  calling. 

I  thank  you,  Mr.  Chairman. 

Senator  Conrad.  Thank  you,  Senator  Lugar. 

Welcome  to  Mike  Dunn,  the  Administrator  of  FmHA.  Please  pro- 
ceed with  your  testimony.  Unlike  usual  practice,  I  would  ask  you 
not  to  summarize.  I  would  ask  you  to  give  your  full  testimony  be- 
cause I  think  it  is  very  important  that  the  full  story  be  told  here 
today  in  terms  of  what  you  intend  to  do  to  go  after  these  delin- 
quent loans,  what  specific  steps  are  under  way  to  assure  the  tax- 
payers of  this  country  that  those  who  have  assets  and  owe  the  Fed- 
eral Government  money  are,  in  fact,  going  to  be  required  to  repay. 
Number  two,  I  think  it  is  very  important  that  we  also  lay  out  the 
record  with  respect  to  what  has  happened  to  the  underlying  pro- 
grams that  gave  rise  to  this  problem.  Because  as  I  indicated  in  my 
opening  statement,  the  underlying  programs  have  been  either 
killed  or  sharply  curtailed  by  the  Congress  in  the  past,  but  that 
still  leaves  us  with  the  problem  of  collecting  on  these  delinquencies. 

Mr.  Dunn,  please  proceed. 

STATEMENT  OF  MICHAEL  V.  DUNN,  ADMINISTRATOR, 
FARMERS  HOME  ADMINISTRATION;  ACCOMPAMED  BY 
BONME  LUKEN,  DEPUTY  GENERAL  COUNSEL,  UNITED 
STATES  DEPARTMENT  OF  AGRICULTURE 

Mr.  Dunn.  Thank  you,  Mr.  Chairman.  Senator  Lugar,  thank  you 
very  much.  I  would  like  to  introduce  the  person  at  the  table  here 
witn  me:  Bonnie  Luken,  Deputy  General  Counsel  for  the  Depart- 
ment of  Agriculture.  She  has  agreed  to  accompany  me  here  today 
in  case  there  are  some  specific  legal  questions  that  you  would  like 
to  pursue. 

I  appreciate  this  opportunity  to  discuss  this  important  issue  of 
these  large  and  complex  loans  and  the  delinquency  rate  at  the 
Farmers  Home  Administration. 

I  want  to  say  at  the  outset  that  the  Clinton  administration  is 
outraged  at  the  thought  that  wealthy  individuals  are  not  satisfying 
their  just  debts  to  the  Government.  This  was  exactly  the  type  of 
situation  that  the  President  and  Vice  President  set  out  to  rectify 
as  they  sought  to  reinvent  government.  I  pledge  to  you,  as  the 
President's  representative,  that  we  at  Farmers  Home  Administra- 


tion  will  do  everything  humanly  and  legally  possible  to  collect 
every  dime  that  is  owed  to  the  American  people. 

Million-dollar  loans  are  no  longer  available  from  the  Farmers 
Home  Administration.  You  are  right,  Mr.  Chairman.  The  loans  re- 
ported by  the  Washington  Post  were  made  under  emergency  loan 
authority.  Amendments  to  the  Congressional  Act  in  1980  gradually 
reduced  the  maximum  emergency  loan  to  $500,000  for  any  one  dis- 
aster. This  legislation  also  phased  out  the  bonus  annual  operating 
and  major  adjustment  loans;  that  is,  they  could  come  at  any  time 
within  the  next  5-year  period  and  get  an  adjustment  loan.  The 
Food  Security  Act  of  1985  limited  emergency  loans  to  family-size 
farmers  and  prohibited  loans  to  farmers  eligible  for  credit  else- 
where. Further,  direct  operating  and  ownership  loans  are  now  lim- 
ited by  law  to  $200,000;  guaranteed  operating  loans  are  capped  at 
$400,000;  and  guaranteed  ownership  loans  cannot  exceed  $300,000. 
In  all  cases,  the  borrower  must  be  a  family-size  farmer  or  rancher. 

Before  I  discuss  the  large  delinquent  loans,  I  would  like  to  take 
a  minute  to  share  with  you  the  Clinton  administration's  philosophy 
on  the  mission  of  the  Farmers  Home  Administration.  Senator 
Lugar,  I  think  this  gets  to  the  heart  of  what  you  addressed.  Farm- 
ers Home  is  required  to  provide  assistance  to  only  those  farmers 
who  are  unable  to  obtain  credit  from  commercial  sources.  Typically, 
our  borrowers  are  family-sized  farmers.  Many  lack  production  re- 
sources, such  as  productive  land  and  modern  buildings  and  equip- 
ment. Many  also  lack  the  personal  resources,  such  as  sufficient 
education  and  experience,  which  provide  the  foundation  for  man- 
agement skills  critical  for  success.  We  view  it  as  our  mission  to  as- 
sist these  farmers  any  way  possible,  not  just  to  get  credit,  but  to 
become  credit-worthy,  successful  farmers. 

That  is  why  I  firmly  believe  that  we  must  provide  supervised 
credit  for  these  borrowers.  This  involves  working  closely  with  the 
borrowers  from  day  one,  to  nurture,  teach  and  counsel  them.  This 
is  accomplished  through  frequent  and  thorough  monitoring  of  the 
borrower's  farm  production  and  financial  management,  to  pursue 
strategies  that  develop  actions  necessary  to  achieve  the  customer's 
planned  objectives.  Thus,  farmers  receive  technical  assistance,  as 
well  as  individual  counseling  and  evaluations  necessary  to  focus 
corrective  measures  on  the  specific  factors  that  might  otherwise 
limit  or  prevent  their  success. 

Unfortunately,  in  the  past,  Farmers  Home  has  gotten  away  from 
providing  supervised  credit  as  the  Agency's  focus  shifted  to  larger, 
wealthier  farmers.  Those  days  are  now  over.  Our  State  directors 
are  aware  that  supervised  credit  is  one  of  the  Clinton  administra- 
tion's top  priorities,  and  efforts  are  already  under  way  to  provide 
training  to  employees  to  accomplish  this  goal. 

During  the  Clinton  administration's  tenure,  Farmers  Home's 
focus  will  be  to  provide  skillful  assistance  to  small,  limited  resource 
farmers.  Unfortunately,  there  remains  at  this  time  the  unresolved 
backlog  of  large  delinquent  loans  left  over  from  the  past  decade, 
when  large  wealthy  farmers  were  granted  emergency  loans.  These 
are  the  subject  of  the  Post  article. 

This  article  serves  a  useful  purpose,  as  you  point  out,  Mr.  Chair- 
man. It  sheds  light  on  the  past  policy  decisions  which  have  resulted 
in  problems  that  have  been  festering  in  the  Agency  for  years.  These 


problems,  which  we  have  already  discovered,  demand  prompt  and 
decisive  action. 

My  colleagues  at  Farmers  Home  have  been  aware,  and  concerned 
about  the  enormity  of  the  outstanding  debt  which  has  accumulated 
from  delinquent  large  loans  made  years  ago.  Resolution  of  this  situ- 
ation was  one  of  the  first  issues  that  I  pursued,  upon  taking  my 
oath  of  office,  in  November. 

Today's  hearing  provides  an  opportunity  to  bring  you  up  to  date 
on  our  recent  activities  with  respect  to  these  large  delinquent 
loans,  as  well  as  the  related  foreclosure  suspensions.  In  addition, 
we  will  cover  steps  which  we  are  taking  to  return  Farmers  Home 
to  its  traditional  mission  of  providing  supervised  credit  to  small 
and  limited-resource  family  farmers  and  ranchers. 

I  cannot  emphasize  too  strongly  the  Clinton  administration's  con- 
viction that  Farmers  Home's  mission  is  to  assist  the  small,  limited 
resource  family  farmer,  and  it  is  paramount  that  we  do  so.  This  is 
the  central  mission  that  President  Clinton,  Secretary  Espy  and  I, 
as  the  Administrator,  intend  to  see  Farmers  fulfill. 

First,  the  foreclosures:  I  would  like  to  comment  on  Secretary 
Espy's  suspension  of  foreclosures,  which  has  been  in  effect  since 
March  5,  1993.  Allow  me  to  provide  a  brief  summary  of  the  effect 
of  the  suspension  on  the  resolution  of  the  large  delinquent  loans. 

As  of  March  5,  there  were  4,833  cases  in  the  foreclosure  process. 
Of  this  number,  the  Department  of  Justice  had  962.  Of  the  4,833 
cases,  240  were  borrowers  who  owed  more  than  $1  million.  In 
March  and  April  of  1993,  Secretary  Espy  mailed  out  3,913  letters 
to  borrowers  in  foreclosure,  providing  them  with  the  opportunity  to 
request  a  review  at  the  Secretary's  level,  to  determine  if  their  loans 
had  been  properly  serviced,  before  being  submitted  for  foreclosure. 

Of  the  3,913  farmers  who  received  letters,  1,090  responded  with 
a  request  for  review.  Of  that  1,090  who  requested  a  review,  100 
borrowers  were  borrowers  who  owed  Farmers  Home  over  $1  mil- 
lion. Of  the  100  borrowers  who  were  reviewed,  23  of  these  loan 
dockets  were  sent  back  to  the  States  for  corrections  in  the  servicing 
procedure.  In  other  words,  we  found  errors  in  what  had  taken 
place. 

In  California,  six  large  loan  borrowers  requested  a  review  by  the 
Secretary's  office.  The  review  showed  that  all  had  been  properly 
serviced,  and  the  State  was  instructed  to  continue  with  foreclosure. 
None  of  the  borrowers  in  the  Washington  Post  article  requested  a 
review. 

In  summary,  of  the  100  large  loan  borrowers  who  requested  a  re- 
view, 66  were  sent  back  to  proceed  with  foreclosure.  I  am  announc- 
ing here  today  that  Secretary  Espy  has  indicated  that  he  is  in  the 
process  of  his  own  personal  final  review  of  Farmers  Home's  find- 
ings and  anticipates  the  announcing  of  the  lifting  of  this  suspen- 
sion by  next  week. 

Overall,  this  suspension  served  as  a  very  important  purpose.  In 
addition  to  guaranteeing  the  rights  of  those  whose  documents  were 
reviewed,  the  suspension  identified  weaknesses  in  the  foreclosure 
procedures  that  we  can  now  correct. 


A  checklist  of  items  has  been  developed  for  use  in  the  field  when 
the  suspension  is  listed.  It  is  Attachment  1 x  in  the  package  that 
we  have  provided.  The  checklist  addresses  loan  servicing  weak- 
nesses discovered  by  the  review.  This  checklist  will  be  used  by  dis- 
trict and  State  office  personnel  to  ensure  that  all  required  notices 
have  been  provided  to  the  borrower.  It  will  also  document  that  all 
required  servicing  actions  have  been  completed  prior  to  accelera- 
tion and/or  foreclosure  of  all  direct  farm  program  accounts.  Ac- 
counts previously  reviewed  by  the  Office  of  the  Secretary  and  re- 
turned for  litigation  will  not  be  subjected  to  this  review. 

The  large  loans  referred  to  in  the  Post  are  indeed  a  problem  to 
Farmers  Home  Administration.  They  will  be  a  significant  drain  on 
the  U.S.  Treasury.  It  is  apparent  that  some  of  the  loan  funds  in 
question  may  never  be  recovered. 

There  are  currently  971  delinquent  large  loans — that  is  loans  of 
more  than  $1  million.  The  total  principal  and  interest  outstanding 
on  these  large  loans  is  $2.2  billion,  which  is  Attachment  2  2  of  our 
provided  material.  The  average  loan  side  is  $2.3  million.  110  of 
these  loans,  valued  at  $562  million,  are  located  in  California. 

The  large  delinquent  loans  should  be  considered  in  the  context 
of  the  entire  Farmers  Home  portfolio.  Currently,  there  are  136,050 
Farmers  Home  borrowers,  of  which  1,030  (less  than  1  percent)  were 
million-dollar  borrowers.  This  is  Attachment  3  3  or  Chart  no.  1  that 
we  have  provided  here. 

You  can  see  the  total  pie — .75  percent  are  those  that  are  $1  mil- 
lion or  more  borrowers  from  Farmers  Home  Administration.  How- 
ever, these  million-dollar  borrowers  comprise  almost  40  percent  of 
the  total  delinquent  principal  and  interest,  which  is  this  pie  chart 
here,  which  is  also  attached  to  our  handout  material.  So  less  than 
1  percent  equals  almost  40  percent  of  the  total  delinquency.  In  ad- 
dition, these  borrowers  represent  only  3.5  percent  of  the  total  delin- 
quent borrowers. 

The  typical  Farmer  Program  loan  stands  in  stark  contrast  to  this 
portfolio  of  large  delinquent  loans.  In  1993,  the  average  farm  loan 
was  $75,106,  and  was  provided  to  a  farmer  with  assets  of  $313,000. 
The  average  family  living  expenses  for  the  farmer  receiving  direct 
farm  program  loans  was  only  $17,000  per  year. 

On  the  other  hand,  over  a  decade  earlier,  million-dollar  loans 
were  made  to  large  corporate  entities  and  partnerships,  which, 
among  other  things,  refinanced  existing  debt  from  commercial  lend- 
ers. The  principals  in  these  entities  were  often  wealthy  individuals 
with  numerous  non-farm  business  interests,  such  as  real  estate  de- 
velopment. The  loans  were  not  underwritten  by  cash  flows,  rather, 
by  assumed  property  values  or,  even  worse,  projected  increases  in 
property  values.  When  property  values  collapsed,  the  security  of 
the  loans  collapsed,  as  well. 

When  many  large  loans  were  made,  several  parts  of  the  country, 
including  California,  had  experienced  a  series  of  natural  disasters. 
First,  there  was  a  severe  drought  in  1976  and  1977  affecting  States 
in  several  regions.  When  the  rains  finally  came  in  California,  there 
was  extensive  flooding.   Farms  were  deluged.  Shortly  thereafter, 


1  See  Appendix,  page  35. 

2  See  Appendix,  page  39. 

3  See  Appendix,  page  40. 
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flooded  farmers  in  California,  and  drought-stricken  farmers  from 
the  South  and  other  areas,  turned  to  Farmers  Home  for  help.  Thus, 
the  large  emergency  loans  were  made.  This  is  the  genesis  of  the 
loans  for  the  emergency  assistance. 

The  economic  situation  at  this  time:  Following  this  series  of 
natural  disasters,  U.S.  farmers  were  plagued  by  severe  economic 
problems.  The  value  of  farm  land  dropped  precipitously,  and  com- 
modity prices  collapsed. 

The  total  value  of  farm  assets  decreased  from  just  under  $1.1 
trillion  in  1981,  to  about  $850  billion  in  1986.  This  is  demonstrated 
in  Chart  3.  Total  farm  equity  decreased  from  $910  billion  in  1981, 
to  $681  billion  in  1986 — a  25  percent  decrease.  Interest  rates  aver- 
aged 12.87  percent  for  most  of  the  period,  and  peaked  in  1981  at 
18.87  percent.  At  the  same  time,  the  value  of  agricultural  exports 
decreased  from  $43.3  billion  in  1981  to  $26.2  billion  in  1986,  a  40 
percent  drop.  These  factors  combined  to  create  a  crisis  in  the  agri- 
cultural sector  which  caused  all  lenders  to  experience  severe  losses 
on  their  agricultural  portfolios. 

Remember,  Senators,  I  had  pointed  out  that  this  agricultural 
asset  is  what  these  emergency  loans  were  based  upon. 

Between  1985  and  1986,  the  Farm  Credit  System,  commercial 
banks  and  life  insurance  companies  all  took  huge  losses.  Losses  to 
commercial  banks  peaked  in  1985  at  $1.3  billion;  losses  to  the 
Farm  Credit  System  peaked  in  1986  at  $1.3  billion;  and  life  insur- 
ance losses  peaked  in  1986  at  $827  million.  Farmers  Home  Admin- 
istration losses,  however,  did  not  peak  until  1989,  when  Farmers 
Home  lost  $3.3  billion. 

From  1981  to  1989,  311  agricultural  banks  failed.  In  fact,  the  sit- 
uation became  so  critical  that,  in  1987,  Congress  enacted  legisla- 
tion to  provide  financial  assistance  to  the  Farm  Credit  System  to 
prevent  it  from  collapsing.  Due  to  policy  directions  and  statutory 
and  legal  mandates,  Farmers  Home  did  not  work  out  problem  farm 
loans  in  the  mid-1980's,  as  had  been  done  by  other  financial  insti- 
tutions. As  a  consequence,  Farmers  Home  losses  occurred  later  in 
the  1980's,  when  compared  to  other  lenders. 

When  it  became  apparent  to  commercial  lenders  and  the  Farm 
Credit  System  in  1985  and  1986  that  many  loans  could  not  be  re- 
paid, because  farmers  were  in  desperate  economic  straits,  many 
loans  were  written  off.  At  the  same  time,  some  lenders  concerned 
about  mounting  loan  defaults  discontinued  making  agricultural 
loans.  Many  of  the  borrowers  who  were  refused  credit  by  the  com- 
mercial lenders  wound  up  at  Farmers  Home  Administration. 

In  the  private  sector,  once  it  is  determined  that  commercial 
loans  cannot  not  be  repaid,  interest  stops  accruing  and  the  loan  is 
quickly  written  off.  Unlike  these  financial  institutions,  Farmers 
Home  continues  to  accrue  interest  on  bad  loans.  Thus,  even  when 
it  is  determined  that  a  farmer  is  incapable  of  making  payments,  in- 
terest continues  to  accrue. 

This,  in  part,  explains  the  continued  increase  in  farm  loan  losses, 
which  turned  up  sharply  after  1986.  Farmers  Home  charge-offs  in- 
clude both  principal  and  interest,  while  private  lenders  only  charge 
off  principal.  Of  Farmers  Home's  $14.8  billion  in  charge-offs  since 
1984,  approximately  30  percent  represents  interest.  In  other  words, 


excluding  interest,   the  principal   charged  off  would  be   approxi- 
mately $10  billion. 

One  of  the  main  impediments  to  Farmers  Home  writing  down 
loans  resulted  from  two  lawsuits,  Coleman  v.  Block  and  Curry  v. 
Block.  The  decision  in  the  Curry  case  was  that  Farmers  Home  had 
failed  to  publish  regulations  affording  borrowers  relief  provided  for 
by  Congress.  The  judge  in  Coleman  ruled  that  Farmers  Home  regu- 
lations adopted  in  response  to  Curry  did  not  provide  sufficient  in- 
formation on  borrowers'  options.  In  1983,  Farmers  Home  became 
the  subject  of  a  nationwide  injunction  against  foreclosures. 

For  most  of  5  years  following  the  commencement  of  the  lawsuit, 
until  February  1989,  Farmers  Home  was  unable  to  accelerate  most 
of  the  loan  accounts,  because  the  Agency  was  prohibited  from  initi- 
ating foreclosure  actions  during  this  time.  Any  delinquent  loans 
went  unserviced,  and  interest  continued  to  accrue. 

I  think  this  is  a  crucial  point,  Senators,  because  it  shows  what 
happened  in  1985  and  1986,  as  the  commercial  institutions  realized 
that  there  were  problems,  and  this  is  the  height.  This  is  when  you 
met  and  did  the  1987  Credit  Act.  They  stopped  accruing  interest. 
They  put  those  loans  in  non-accrual  accounts,  they  wrote  them 
down  or,  better  yet,  they  got  them  written  down  to  where  they  be- 
came accruing  loans,  working  loans  again,  and  were  able  to  again 
accumulate  interest  for  those  private  institutions. 

We  in  Farmers  Home  Administration  were  not  allowed  to  do 
that,  because  of  the  situations  that  I  have  just  outlined.  You  see, 
our  losses  continued  to  rise,  until  we  finally  got  laws  in  place  and 
regulations  in  place,  and  now  they  are  beginning  to  drop. 

Congress  addressed  these  problems  by  enacting  the  Agricultural 
Credit  Act  of  1987.  The  Act  prescribed  in  detail  loan  servicing  op- 
tions to  be  afforded  delinquent  farm  borrowers.  Although  enacted 
early  in  1988  to  authorize  restructuring  of  debt,  it  was  not  until 
1989  that  the  Act  was  actually  implemented.  The  main  features  of 
the  Act  provided  for  write-downs  of  loans  to  the  current  value  of 
collateral,  if  the  cost  was  equal  to  or  less  than  the  return  from  liq- 
uidation; buy-outs  for  the  net  recovery  value  of  Farmers  Home  of 
the  collateral  securing  the  loan;  stronger  homestead  protection  and 
farm  buyback  provisions;  and  establishment  of  an  appeals  division 
separate  from  the  Agency's  loan  operations. 

All  of  these  are  sound  financial  decisions.  It  told  the  Agency,  if 
you  could  reap  more  money  for  Treasury  by  writing  down  the  loans 
and  getting  them  working  again,  do  so.  If  not,  take  a  buyback  at 
the  net  recovery  cost  of  those  loans. 

It  should  be  noted  that  the  appeals  process  provided  much- 
needed  objectivity  to  ensure  borrowers'  rights.  However,  it  has  in- 
advertently provided  opportunities  to  significantly  delay  the  fore- 
closure process.  For  instance,  if  a  borrower  exercises  all  of  his  or 
her  servicing  and  appeal  rights,  the  process  could  continue  for 
1,200  days.  This  amounts  to  3  years  plus  105  days,  the  maximum 
statutory  time  frame  prior  to  foreclosure.  This  serves  to  explain 
why  some  large  delinquent  loans  will  still  take  some  time  to  be  re- 
solved. 

During  this  same  time  period,  there  were  significant  staffing  de- 
cisions which  contributed  greatly  to  the  current  situation. 


10 

There  is  no  question  in  my  mind  that  the  Farmers  Home  field 
staff  worked  as  hard  and  as  creatively  as  they  could  to  handle  the 
tidal  wave  of  new  loans  in  the  early  1980's.  Their  resources  and 
training,  however,  fell  short  of  the  demands  placed  upon  them. 

During  this  period,  there  were  staffing  increases  at  the  national 
headquarters  and  in  the  Agency's  finance  office  in  St.  Louis.  The 
total  number  of  Farmers  Home  employees  in  these  two  offices  had 
grown  to  more  than  1,700,  of  which  only  250  were  loan  specialists. 

This  is  why  Secretary  Espy  has  developed  a  reorganization  plan 
for  the  United  States  Department  of  Agriculture.  It  is  his  intention 
to  redirect  the  human  and  fiscal  resources  of  the  department,  to 
provide  services  needed  to  accomplish  the  department's  mission. 

Mr.  Chairman,  although  we  are  well  aware  that  this  large  loan 
situation  cannot  be  repeated,  every  effort  must  be  made  to  clean 
up  the  mess  created  in  the  last  decade.  We  at  Farmers  Home  have 
already  begun  this  process,  by  implementing  the  following  proce- 
dures: 

In  1992,  a  Large  Loan  Servicing  Group  was  created  in  response 
to  the  difficulties  experienced  in  attempting  to  resolve  these  large 
delinquent  accounts.  This  group  is  comprised  of  professionals  from 
nationally  prominent  law  firms  and  financial  institutions  specializ- 
ing in  managing  problem  loan  portfolios.  The  number  of  delinquent 
loans  over  $1  million,  as  a  result,  has  fallen  from  1,400  to  971  since 
the  inception  of  this  group. 

The  Large  Loan  Servicing  Group  has  identified  areas  of  concern 
and  has  focused  their  efforts  on  changing  ineffective  processes  to 
resolve  these  accounts.  It  has  also  forced  the  borrowers  to  address 
their  obligations  to  Farmers  Home  Administration.  In  1993,  this 
group  conducted  a  4-day  training  session  with  Farmers  Home  rep- 
resentatives from  every  State.  From  these  States  were  selected 
problem  loan  coordinators,  who  discussed  problem  loan  resolution 
strategies  and  action  plans,  litigation  and  bankruptcies,  and  ways 
to  identify  hidden  assets. 

Farmers  Home  instituted  a  procedure  to  contract  with  private 
asset  investigation  firms  to  identify  assets  that  were  not  reported 
to  Farmers  Home  by  these  borrowers.  This  effort  has  already  un- 
covered significant  instances  of  fraud  and  conversion. 

All  States  have  action  plans  in  place  to  resolve  delinquent  ac- 
counts, which  are  reviewed  by  the  Large  Loan  Servicing  Group. 
This  group  is  also  traveling  to  the  State  offices  to  conduct  extensive 
portfolio  reviews,  to  help  establish  specific  action  plans  for  resolv- 
ing these  accounts. 

Farmers  Home  has  recently  developed  improved  coordination  ef- 
forts with  the  USDA  Office  of  the  Inspector  General,  to  obtain  as- 
sistance with  investigations  of  large  delinquent  borrowers  who  dis- 
play signs  of  fraudulent  or  other  criminal  action. 

USDA  is  currently  working  to  implement  a  litigation  tracking 
system,  which  will  assist  in  identifying  those  cases  which  are  not 
receiving  the  attention  necessary  to  permit  timely  litigation. 

The  Secretary  has  directed  me  to  develop  legislative  proposals  to 
deal  with  this  situation.  These  proposals  will  likely  include  a  re- 
quest for  additional  statutory  changes  to  permit  the  hiring  of  pri- 
vate counsel  to  go  after  these  cases,  and  we  will  be  using  USDA 
field  attorneys,  making  them  special  agents  of  U.S.  Attorneys. 


11 

Efforts  have  already  been  undertaken  by  the  Large  Loan  Servic- 
ing Group  to  move  additional  authorities  to  State  Farmers  Home 
offices  to  resolve  those  cases  without  assets  or  legal  merit.  This 
permits  the  Large  Loan  Group  to  focus  on  those  cases  with  signifi- 
cant assets  remaining. 

You  have  in  your  packet  a  matrix  in  which  we  look  at  these 
loans,  and  we  have  divided  them  into  those  that  have  collateral 
available  that  we  can  go  after  and  those  that  we  do  not  have  collat- 
eral available.  Those  that  have  extended  or  past  the  6-year  statu- 
tory review  period  and  those  that  have  not,  and  we  have  identified 
those  that  have  assets,  that  the  statute  of  limitations  have  not  run 
out  on,  and  those  are  the  ones  that  the  Large  Loan  Group  is  going 
after  to  collect  every  dime  that  we  can. 

It  is  clear  we  need  to  get  beyond  these  large  delinquent  loans. 
Mistakes  were  made.  Congress  has  taken  steps  to  close  loopholes, 
so  that  this  situation  will  never  reoccur.  Now  we  must  cut  the 
losses  resulting  from  past  poor  policy  decisions.  Gentlemen,  there 
will  be  large  writeoffs.  The  loans  are  still  on  the  books.  Farmers 
Home  must  take  the  same  hit  that  private  individuals  and  com- 
mercial lenders  took  in  the  1980's. 

We  must  now  proceed  with  our  real  mission — providing  credit  to 
small,  limited  resource  farmers  who  cannot  secure  credit  elsewhere. 
This  can  only  be  done  through  supervised  credit.  Supervised  credit 
will  allow  Farmers  Home  to  prevent  defaults,  by  building  quality 
up  front.  Merely  providing  loans  does  not  help  farmers  in  the  long 
run,  if  they  do  not  have  a  management  plan,  if  they  do  not  have 
a  bookkeeping  system,  if  they  do  not  know  how  to  keep  current  and 
accurate  records. 

Supervised  credit  means  identifying  strengths,  as  well  as  weak- 
nesses, and  then  developing  a  plan  to  capitalize  on  the  strengths 
and  correct  the  weaknesses.  Our  objective  is  straightforward,  to  in- 
crease the  potential  for  the  borrower's  success  and  graduation  to 
other  credit,  while  minimizing  the  cost  to  the  Government.  There 
is  no  other  banking  institution  which  provides  this  type  of  personal 
service  to  this  segment  of  the  farming  community. 

In  order  to  gauge  our  success  at  Farmers  Home  Administration, 
I  hope  you  will  focus  on  our  ability  to  meet  our  supervised  credit 
priorities  in  the  future.  We  will  clean  up  the  large  delinquent 
loans.  On  that,  you  have  my  word.  We  currently  have  971  large  de- 
linquent loans.  Within  12  to  24  months,  I  hope  to  report  to  you 
that  all  of  those  that  are  not  tied  up  in  the  servicing,  appeals  or 
litigation  process  have  been  settled.  Our  first  priority  will  be  to  ad- 
dress the  683  cases  where  there  is  still  collateral.  We  will  make 
every  effort  to  recover  as  much  as  possible  on  behalf  of  the  Federal 
Government. 

In  the  future,  I  hope  you  focus  on  how  well  we  achieve  our  com- 
mitment to  small  farmers.  Judge  this  administration  by  the  num- 
ber of  small  farmers  we  have  served,  by  the  number  of  beginning 
farmers  that  have  gotten  an  opportunity  to  own  farms  of  their  own, 
by  the  number  of  socially-disadvantaged  farmers  that  have  been 
given  an  opportunity  to  stay  on  the  farm,  and  by  the  number  of 
family  farmers  that  have  averted  financial  ruin  because  of  super- 
vised credit. 
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Mr.  Chairman,  and  Members  of  the  subcommittee,  I  thank  you 
for  the  time  you  have  given  me,  and  I  look  forward  to  answering 
any  questions  that  you  might  have. 

Senator  CONRAD.  Thank  you  very  much  for  that  testimony. 

The  Chairman  of  the  full  committee  has  arrived,  and  I  would 
turn  too  him  for  any  statement  that  he  might  want  to  make. 

STATEMENT  OF  HON.  PATRICK  G.  LEAHY,  A  U.S.  SENATOR 

FROM  VERMONT 

The  Chairman.  Thank  you,  Mr.  Chairman. 

I  will  be  brief  and  I  will  put  my  whole  statement  in  the  record. 

I  am  glad  to  have  Mike  Dunn  here.  I  read  his  statement  before 
coming  in,  and  I  appreciate  having  it  read  again.  I  think  it  is  an 
important  one  and  lays  out  the  history  well. 

You  and  the  Secretary  inherited  a  major  crisis  with  these  thou- 
sands of  large,  delinquent  and  improperly  serviced  Farmers  Home 
Administration  loans.  A  lot  of  them  were  made  more  than  a  decade 
ago.  They  were  made  to  rich  farmers  with  sidelines  like  developing 
golf  courses  or  luxury  housing.  Instead  of  buying  tractors,  they 
were  buying  airplanes. 

I  think  that  these  large  businesses  bear  no  resemblance  to  the 
small  limited  resource  farmers  that  the  Farmers  Home  Administra- 
tion was  set  up  to  help,  and  I  know  that  they  bear  no  relationship 
to  the  kind  of  small  farmer  that  you  and  the  Secretary  are  intent 
on  assisting.  They  are  really  sophisticated  scofflaws  who  deserve  to 
be  taken  to  task,  and  I  think  they  ought  to  be  taken  to  task  in  the 
name  of  all  the  small  farmers  and  small  businesses  that  really 
work  at  following  the  rules  and  paying  the  bills. 

These  multi-million-dollar  loans  were  not  written  based  on  what 
was  projected  as  cash  flow.  They  were  based  on  what  was  projected 
as  possible  increases  in  land  values.  Even  without  good  cash  flow, 
a  lot  of  the  borrowers  are  so  well-heeled.  They  can  hire  all  the  law- 
yers they  want  to  throw  sand  in  the  wheels  01  collections. 

In  fact,  they  took  shelter  under  the  1983  court  injunction  that 
was  stopped  all  foreclosure  actions  nationwide  for  5  years  because 
of  the  improper  handling  of  loan  servicing  by  Farmers  Home.  I 
stress  again,  mismanagement  before  you  or  Secretary  Espy  were 
there.  We  took  action  in  1987  that  resulted  in  the  end  of  the  in- 
junction, and  then  further  tightened  and  improved  the  farm  loan 
program  in  the  1990  farm  bill.  I  think  it  is  good  that  you  are  going 
to  get  to  the  bottom  of  this,  and  I  think  the  time  is  now,  and  I  do 
not  think  you  have  much  time  left.  I  think  you  have  to  be  very, 
very  aggressive  on  it. 

I  am  glad  to  hear  the  possibility  that  the  moratorium  will  be  lift- 
ed. We  ought  to  figure  out  a  better  way  to  do  business,  to  ferret 
out  the  assets  of  wealthy  deadbeat  farmers,  and  to  collect  every 
penny  than  can  be  collected  talking  about  wealthy  deadbeats.  If  it 
was  somebody  who  was  barely  making  it,  we  would  be  down  there 
saying  you  have  got  to  pay  this  back,  you  have  got  to  pay  this  back. 

We  have  people  flying  back  and  forth  in  their  private  planes  or 
going  on  yachts  or  going  to  their  beach  houses.  These  are  not  the 
kinds  of  farmers  that  I  see  in  Vermont  or  we  see  in  Indiana  or 
North  Dakota  or  Nebraska.  I  mean  these  are  not  farmers.  These 
are  people  who  are  enjoying  the  luxury  of  a  hobby  and  letting  the 
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American  taxpayers  pay  for  it.  I  think  that  is  wrong.  We  should  not 
have  part-time  farmers  living  in  $800,000  condominiums  or  devel- 
oping golf  courses  or  running  big  non-farm  businesses,  when  they 
owe  the  Farmers  Home  Administration  millions  of  dollars.  This  is 
not  the  free  enterprise  system.  It  is  free  to  them.  The  enterprise 
is  on  the  part  of  the  American  taxpayers  to  have  to  pay  for  it,  and 
they  just  figure  they  can  keep  it  going  with  a  lot  of  time-consuming 
appeals,  which  I  think  is  also  wrong.  This  is  not  the  way  it  was 

set  up. 

You  know,  I  think  a  lot  of  hard-pressed  farmers  in  Vermont, 
many  of  whom  wait  in  long  lines  to  get  limited  Farmers  Home 
credit,  are  pretty  sick  and  tired  of  the  abuses  too.  These  are  the 
people  who  we  set  up  the  Farmers  Home  Administration  to  assist, 
and  somehow  they  got  forgotten. 

The  farmers  that  are  looking  for  help  live  along  rocky  hillsides. 
They  are  not  in  an  ocean-side  villa.  They  drive  tractors.  When  they 
talk  about  some  antique  that  they  have,  they  are  not  talking  about 
a  vintage  airplane  that  they  have  in  their  collection.  They  are  talk- 
ing about  an  old  Ford  tractor  that  has  to  keep  eking  out  1  more 
year.  The  transmission  will  be  taken  apart  and  put  back  together 
one  more  time,  because  they  cannot  buy  a  new  one.  They  do  not 
have  lawyers  on  retainer,  and  they  milk  Holstein  and  Jersey 
cows — not  Federal  farm  credit  programs. 

Mike,  I  am  glad  you  are  here,  I  must  say.  I  also  want  to  con- 
gratulate Kent  Conrad  for  holding  this  hearing,  on  very  short  no- 
tice. Frankly,  Mr.  Chairman,  if  legislation  is  recommended  that 
they  need  for  this,  I  can  assure  you  we  will  meet  very  quickly  in 
the  full  committee  on  it.  I  think  this  is  something  we  will  find  Re- 
publicans, and  Democrats  alike,  will  join  in  on.  Nobody  wants  a 
program  used  this  way. 

I  will  put  my  whole  statement  in  the  record.  Thank  you  for  hav- 
ing this  hearing. 

[The  testimony  resumes  on  page  15.] 

[The  prepared  statements  of  Senator  Leahy  and  Senator  Daschle 
follow  in  subsequent  order:] 

STATEMENT  OF  SENATOR  PATRICK  J.  LEAHY 

Secretary  Espy  inherited  several  major  challenges  in  January  of  1993.  Two  days 
before  President  Clinton's  inauguration,  children  became  seriously  ill  in  a  food  poi- 
soning disaster  in  Washington  State. 

The  Secretary  had  to  devote  his  time  and  energies  to  managing  that  crisis,  which 
he  did  very  effectively. 

The  Secretary  also  inherited  another  crisis — thousands  of  large,  delinquent,  im- 
properly serviced  Farmers  Home  Administration  farm  loans.  Loans  unwisely  made 
more  than  a  decade  ago  to  rich  farmers  with  sidelines  like  developing  golf  courses 
and  luxury  housing  and  buying  expensive  classic  airplanes. 

In  fact,  these  big  businessmen  bear  no  resemblance  to  the  small,  limited  resource 
farmers  that  I  know  Secretary  Espy  and  FmHA  Administrator  Dunn  are  dedicated 
to  assisting.  They  are  sophisticated  scofflaws  who  deserve  to  be  taken  to  task  in  the 
name  of  those  small,  family  farm  borrowers  who  play  fair  and  pay  regularly. 

The  multi-million  dollar  loans  in  question  were  underwritten  not  on  the  basis  of 
healthy  farm  cash  flow,  as  they  should  have  been,  but  on  projected  increases  in 
property  values.  Even  without  good  cash  flow  the  well-heeled  borrowers  could  still 
afford  to  retain  expensive  lawyers  to  block  collection  efforts. 

These  high  rolling  delinquents  took  shelter  under  a  1983  court  injunction  that 
stopped  all  foreclosure  actions  nationwide  for  5  years  because  of  the  improper  han- 
dling of  loan  servicing  by  Farmers  Home.  Congress  took  action  in  1987  that  resulted 
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in  the  end  of  the  injunction,  and  then  further  tightened  and  improved  the  farm  loan 
program  in  1990. 

Still,  deficiencies  in  loan  servicing  and  appeals  procedures  and  protracted  lawsuits 
by  big  borrowers  carried  beyond  the  1980  s  and  into  the  1990  s.  Secretary  Espy 
found  a  bureaucratic  and  legal  morass  at  his  doorstep  when  he  took  office. 

I  am  impressed  that  the  Secretary  decided  to  get  to  the  bottom  of  this  and  try 
to  resolve  the  large  loan  crisis  once  and  for  all.  The  commercial  banks  and  the  Farm 
Credit  System,  after  all,  were  able  to  successfully  address  their  problems  with  large 
farm  debts  years  ago. 

Last  March,  the  Secretary  declared  a  moratorium  on  foreclosures  to  give  him  time 
to  figure  out  how  to  effectively  collect  on  delinquent  debts.  He  ordered  a  major  anal- 
ysis t>y  Farmers  Home  and  the  Office  of  General  Counsel.  He  wanted  to  know  how 
to  prevent  this  mess  from  ever  happening  again,  and  how  to  collect  the  billions  owed 
on  delinquent  farm  loans.  I'm  sure  that  Michael  Dunn  will  report  to  us  on  the  sta- 
tus of  that  effort  today. 

I  must  say  to  the  Department  today  that  the  time  has  come  to  lift  the  morato- 
rium, to  figure  out  a  better  way  to  do  business,  to  ferret  out  the  hidden  assets  of 
wealthy,  dead-beat  farmers  and  to  collect  every  penny  that  can  be  collected. 

I  am  sick  and  tired  of  reading  stories  about  part-time  farmers  living  in  $800,000 
condominiums,  developing  golf  courses,  and  running  big  non-farm  businesses  when 
they  owe  Farmers  Home  millions  of  dollars.  I  am  sick  and  tired  of  frivolous,  time 
consuming  appeals. 

I  know  that  small,  hard  pressed  farmers  in  Vermont — too  many  of  whom  endure 
waiting  lists  to  receive  limited  Farmers  Home  credit — would  be  sick  and  tired,  too. 
These  are  the  real  farmers  that  Farmers  Home  was  created  to  assist  with  super- 
vised credit. 

They  live  along  rocky  hillsides,  not  oceanside  vistas.  They  drive  tractors — often 
very  old  ones — and  don  t  fly  vintage  airplanes.  They  don't  have  lawyers  on  retainer, 
but  hire  them  only  when  absolutely  necessary.  They  milk  Holstem  and  Jersey 
cows — not  Federal  farm  credit  programs. 

If  the  Secretary  needs  legislative  changes  to  collect  this  debt,  I  expect  that  Admin- 
istrator Dunn  will  tell  us.  We  could  probably  pass  the  bill  today. 

I  look  forward  to  a  detailed  report  on  how  this  problem  was  created  in  the  first 
place,  how  it  spun  out  of  control,  and  how  it  can  be  fully  resolved.  Thank  you. 


STATEMENT  OF  SENATOR  THOMAS  A.  DASCHLE 

I  would  like  to  begin  by  welcoming  Mike  Dunn,  the  Administrator  of  the  Farmers 
Home  Administration,  to  today's  hearing.  I  have  known  Mike  a  long  time  and  have 
enjoyed  working  with  him  over  the  years  on  agriculture  policy. 

I  think  it's  only  fair  to  point  out  that  the  very  serious  issue  we  are  discussing 
today  was  not  created  on  Mike's  watch.  As  Farmers  Home  Administrator,  he  will, 
I  am  confident,  be  instrumental  in  correcting  it. 

In  any  event,  Fm  glad  you  are  here,  Mike,  and  I  look  forward  to  hearing  your 
response  to  last  Friday's  Washington  Post  article  that  focused  on  a  number  of  excep- 
tionally large  and  delinquent  FmHA  loans. 

I  would  like  to  make  it  clear  at  the  outset  that  I  am  very  disturbed  about  the 
loans  discussed  in  the  article.  FmHA  should  never  have  made  those  loans  in  the 
first  place,  and  I  stand  ready  to  take  any  legislative  steps  necessary  to  enable 
FmHA  to  collect  on  them. 

Those  delinquent  loans  are  an  embarrassment  to  FmHA,  and,  if  not  placed  in  the 
proper  perspective,  give  the  whole  agency  a  bad  name  that  it  does  not  deserve. 

It  is  essential  for  us  to  remember  that  the  loans  discussed  in  the  Washington  Post 
article  were  all  made  over  a  decade  ago.  They  represent  a  time  when  FmHA  had 
strayed  from  its  core  mission  of  helping  family  farmers  establish  their  operations 
and  make  it  through  difficult  times. 

Today,  there  are  restrictions  on  loan  size  and  regulations  that  permit  loans  only 
to  legitimate  family  farm  operators.  Therefore,  the  loans  in  question  could  not  be 
made  today. 

While  the  Post  article  highlighted  an  abuse  that  should  not  be  tolerated,  some 
may  deduce  from  that  account  that  government  policy  is  too  lenient  toward  our  Na- 
tion's family  farmers.  Nothing  could  be  further  from  the  truth. 

No  one  works  harder  than  true  family  farmers.  They  make  up  the  fiber  of  rural 
economies  and  communities  across  the  Nation,  and  form  the  bedrock  of  the  Nation's 
food  supply.  It  should  be  a  priority  of  government  to  help  them  to  weather  tough 
times  and  continue  growing. 
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Our  family  farmers  chronically  face  tight  credit  and,  as  last  year's  floods  illus- 
trated, are  all  too  frequently  the  victims  of  devastating  natural  disasters.  Without 
the  credit  FmHA  provides,  it  would  be  impossible  for  many  established  farmers  to 
survive  difficult  years  and  prohibitively  expensive  for  new  farmers,  particularly 
young  beginning  farmers,  to  establish  their  operations. 

In  recent  years,  FmHA  has  been  moving  in  the  right  direction  by  only  allowing 
family  farmers  to  receive  FmHA  loans.  It  is  our  obligation  in  Congress,  and  that 
of  USDA  policymakers  and  administrators,  to  ensure  that  the  Agency  never  again 
loses  sight  of  its  mission. 

I  hope  we  move  quickly  to  recoup  the  taxpayer's  investment  in  the  large  corporate 
entities  and  partnerships  detailed  in  the  Post  last  week,  and  tighten  up  protections 
to  ensure  that  this  sad  chapter  is  U.S.  agriculture  policy  is  not  repeated.  I  also  hope 
we  can  all  agree  not  to  allow  a  few  decade  old  examples  of  bad  loans  to  hinder 
FmHA's  efforts  to  carry  out  its  important  mission  of  helping  America's  family  farm- 
ers. 

Senator  Conrad.  Thank  you,  Mr.  Chairman.  Thank  you  very 
much  for  allowing  us  to  hold  this  hearing  on  such  short  notice. 

The  day  I  read  that  news  article  in  the  Washington  Post,  I  imme- 
diately went  to  the  Chairman  and  the  ranking  Member,  Senator 
Leahy  and  Senator  Lugar,  and  asked  the  Chairman  if  we  could 
hold  a  hearing,  if  we  could  do  it  immediately.  As  always,  he  was 
very  gracious  in  saying  if  you  can  put  it  together,  let  us  do  it,  it 
is  important  that  we  do.  I  went  to  Senator  Grassley,  who  is  the 
ranking  Member  of  the  subcommittee,  who  also  agreed  that  we 
ought  to  act  quickly. 

I  also  want  to  acknowledge  my  colleague  Senator  Kerrey  of  Ne- 
braska for  any  statement  that  he  might  want  to  make. 

STATEMENT  OF  HON.  J.  ROBERT  KERREY,  A  U.S.  SENATOR 

FROM  NEBRASKA 

Senator  Kerrey.  Thank  you,  Mr.  Chairman. 

I  would  just  say  that  it  seems  to  me,  Mr.  Dunn,  this  is  a  situa- 
tion that  far  too  often  gets  repeated.  I  know  that  this  particular  ex- 
pose was  brought  to  our  attention  by  the  Washington  Post  first, 
and  then  as  a  consequence  of  Senator  Conrad's  diligence,  we  are 
now  here. 

I  suppose  we  will  act  sort  of  collectively  as  the  local  priest,  and 
at  some  point  we  will  tell  you  to  "Go  and  sin  no  more,"  and  we  will 
tighten  up  and  we  will  try  to  give  you  authority  to  go  after,  as  Sen- 
ator Leahy  said,  some  of  these  deadbeats  who  are  ripping  off  the 
taxpayers. 

I  say,  Mr.  Dunn,  that  the  taxpayers  are  going  to  have  to  cover 
this  loss.  That  is  what  happens  here.  Once  again,  I  am  going  to 
have  to  go  to  my  taxpayers  and  say  we  are  going  to  pass  the  hat, 
and  your  hard-earned  income,  your  sales  tax,  your  income  tax,  or 
whatever  tax  we  use  is  going  to  be  collected  to  pay  these  losses. 
That  is  essentially  what  we  are  doing. 

It  calls  into  question  this  whole  effort,  it  seems  to  me.  It  truly 
does.  I  know  there  are  political  pressures  that  make  it  difficult  for 
the  Farmers  Home  Administration  to  act  in  a  responsible  fashion. 
For  example,  I  might  come  to  you  and  say,  "Gee,  don't  foreclose  on 
this  individual,  because  he  happens  to  be  a  farmer  in  Nebraska, 
and  he  has  made  his  case  to  me,  and  he  or  she  has  appealed  to 
me  and,  gosh,  I  don't  want  the  foreclosure  to  occur."  So  I  come  and 
say  I  support  a  moratorium.  You  have  got  political  pressure  that 
makes  it  difficult. 
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Most  importantly,  it  seems  to  me,  Mr.  Dunn,  any  time  it  is  not 
our  money,  it  is  difficult  to  do  risk  assessment.  It  seems  to  me, 
as  I  look  at  what  the  Farmers  Home  Administration  does,  we  are 
performing  many  of  the  functions  that  the  private  sector  lenders 
perhaps  ought  to  be  doing.  I  just  say  that,  on  behalf  of  taxpayers, 
it  does  call  into  question  this  whole  effort. 

It  may  be  that  there  is  a  better  way  for  us  to  provide  capital, 
allowing  the  lender  to  do  the  risk  assessment  and  carrying  the 
burden  of  that  risk,  and  keeping  us  out  of  it  an  awful  lot  more,  so 
the  political  pressure  does  not  cause  us  to  take  action  that  pro- 
duces this  enormous  loss. 

That  is  a  frightening  number  there.  If  you  add  all  that  up,  that 
is  an  awful  lot  of  money  that  the  taxpayers  are  on  the  hook  for. 
You  see,  the  commercial  lenders  run  their  losses  down.  The  Farm 
Credit  System  did,  as  well.  The  life  insurance  companies  did,  as 
well.  It  is  only  the  taxpayers  that  continued  to  run  up  these  large 
loan  losses. 

That  is  an  awfully  big  number  there,  Mr.  Dunn.  I  am  just  saying, 
Mr.  Chairman,  it  calls  into  question  not  just  the  need  to  go  after 
these  people  that  are  cited  in  the  Washington  Post  that  we  will  be 
able  to  identify,  but  it  calls  into  question  whether  or  not  we  are 
doing  this  whole  program  in  the  right  way,  whether,  with  political 
pressure,  and  when  it  is  not  our  capital  at  risk,  we  are  ever  going 
to  be  able  to  get  to  a  point  where  I  can  look  the  taxpayer  dead  in 
the  eye  and  say  "Don't  worry,  we  are  not  going  to  have  another  one 
of  these  situations  somewhere  down  the  road  4  or  5  years  from 
now." 

Senator  Conrad.  I  also  want  to  thank  ranking  Member  on  the 
subcommittee,  Senator  Grassley,  who  is  here,  and  recognize  him 
for  any  opening  statement. 

STATEMENT  OF  HON.  CHARLES  E.  GRASSLEY,  A  U.S.  SENATOR 

FROM  IOWA 

Senator  Grassley.  Thank  you  very  much. 

The  Washington  Post  recently  highlighted  loans  made  to  farmers 
in  Kern  County,  California,  under  an  old  emergency  loan  program. 
A  little  over  14  years  ago,  in  a  November  8,  1979  hearing,  before 
this  subcommittee  held  Dy  Senator  Ed  Zorinsky.  He  referred  to  a 
60  Minutes  segment  about  an  unnamed  person  in  Kern  County, 
California,  who  received  $15  million  in  disaster  loans.  Senator  Zor- 
insky also  noted  that,  in  1  year,  the  Kern  County  FmHA  made  206 
emergency  loans  worth  a  total  of  $205  million. 

Of  course,  you  do  not  need  a  calculator  to  do  the  math  on  that 
one. 

Clearly,  the  loans  were  generous,  and  apparently  not  too  difficult 
to  receive.  Unfortunately,  the  Post  did  nothing  to  dispel  the  percep- 
tion that  Farmers  Home  continues  to  this  day  an  easy  money  policy 
available  to  all  farmers,  regardless  of  need. 

Now,  in  Washington,  as  all  of  us  know  so  well,  the  perception  of 
an  issue  all  too  often  is  vested  with  a  reality  which  ignores  the 
truth,  and  a  front-page  article  in  the  Washington  Post  gives  an 
issue  a  legitimacy  which  may  be  difficult  to  refute,  regardless  of 
how  compelling  the  full  story  may  be. 
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The  Post  article  undoubtedly  left  the  impression  that  Farmers 
Home  serves  only  the  well-to-do  and  serves  them  all  too  well,  as 
witnessed  by  the  untold  billions  still  uncollected.  The  reality, 
however,  and  as  we  all  know  on  this  committee,  is  very  different. 
Vested  with  the  title  "lender  of  last  resort,"  Farmers  Home  Admin- 
istration is  legally,  and  rightfully  so,  entrusted  with  the 
unglamorous  job  of  assisting  those  who  are  turned  down  for  com- 
mercial credit.  Yet,  no  one  here  doubts  the  importance  of  their 
work. 

In  Iowa,  for  instance,  Farmers  Home  has  a  loan  portfolio  of  $1.2 
billion,  providing  6,400  direct  and  4,600  guaranteed  loans.  With  re- 
spect to  the  emergency  loans  in  question,  Iowa  has  just  two  of 
these  loans,  one  made  originally  in  the  amount  of  $500,000,  the 
other  in  the  amount  of  $900,000. 

Both  loans  have  since  tripped  the  $1  million  figure,  only  on  ac- 
count of  the  interest  build-up  during  the  Coleman  moratorium,  and 
because  of  a  counterlawsuit.  One  has  just  been  settled,  and  the 
Farmers  Home  Administration  is  in  the  process  of  closing  it  out. 
The  other  is  now  going  through  foreclosure,  with  the  Farmers 
Home  Administration  prepared  to  pursue  a  deficiency  judgment 
against  other  assets. 

Now,  there  is  no  need  to  be  specific  about  my  State,  but  the  point 
that  I  would  like  to  emphasize  for  my  State,  at  least,  is  this:  Out 
of  10,000  Farmers  Home  loans,  there  are  only  two  outstanding 
emergency  loans,  and  that  is  out  of  a  portfolio  of  $1.2  billion,  in- 
cluding guarantees.  So  there  is  a  little  over  $2  million  in  these 
loans  out  of  that  $1.2  billion,  and  both  are  in  the  process  of  being 
settled. 

I  hope  that  by  the  hearing  that  we  are  having  today,  we  will 
come  to  an  understanding  of  why  these  loans  authorized  in  1978 
are  still  uncollected  almost  15  years  later.  More  importantly,  I  also 
hope  that,  by  this  hearing,  we  can  identify  future  problems  that 
might  ensue  and  begin  to  consider  measures  that  may  be  necessary 
to  nip  those  future  problems  right  now. 

To  be  sure,  we  should  treat  the  Post  article  with  the  utmost  seri- 
ousness, but  we  must  not  lose  sight  of  the  fact  that  the  vast  major- 
ity of  borrowers  are  farmers  who  rely  on  Farmers  Home,  as  a 
source  of  operating  and  ownership  loans.  Just  as  important,  we 
should  not  forget  that  the  American  farmer  historically  has  had  an 
outstanding  record  of  resolving  to  repay  his  just  debts.  His  ability 
and  willingness  to  repay  his  debt  is  a  reputation  well  deserved  and 
hard-earned. 

I  thank  you,  Mr.  Chairman. 

Senator  Conrad.  Thank  you,  Senator  Grassley. 

Mr.  Dunn,  if  I  could,  I  would  like  to  ask  you  a  series  of  questions 
and  then  turn  to  my  colleagues  for  their  questions,  as  well.  First, 
could  any  of  the  loans  described  in  the  Washington  Post  article  be 
made  today  under  current  law? 

Mr.  Dunn.  No,  sir,  they  could  not. 

Senator  Conrad.  At  what  point  were  the  programs  killed  or 
sharply  curtailed  that  permitted  loans  of  this  nature? 

Mr.  Dunn.  Senator,  if  you  will,  there  was  decade-long  series  of 
oversight  by  this  committee  and  the  House  committee  looking  at 
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these,  and  at  various  points  in  legislation,  in  the  Congressional  Act 
of  1985,  again  in  1987  and  in  1990,  these  have  been  tightened  up. 

Senator  Conrad.  So  we  are  assured  that  this  cannot  happen 
again,  nobody  can  walk  in  and  get  an  emergency  loan  based  not  on 
their  ability  to  cash  flow  to  pay  that  loan  back,  those  days  are  over 
with? 

Mr.  Dunn.  That  is  correct,  Senator. 

Senator  Conrad.  That  leaves  us  with  the  underlying  question  of 
those  that  are  still  out  there  delinquent,  where  at  least  in  over  600 
cases  there  is  substantial  collateral.  As  I  hear  your  testimony,  you 
are  assuring  us  that  each  and  every  one  of  those  cases  is  being  pur- 
sued aggressively.  Is  that  the  case? 

Mr.  Dunn.  Yes,  Senator,  they  are. 

Senator  Conrad.  As  your  testimony  relates  it,  my  understanding 
is  that  you  have  told  this  committee  that  within  12  to  14  months, 
you  will  resolve  to  the  extent  possible,  given  legal  considerations, 
all  of  those  outstanding  cases? 

Mr.  Dunn.  That  is  our  intention,  Senator. 

Senator  Conrad.  Let  me  as  you  this  question,  because  I  think  it 
is  perhaps  the  most  important  question  we  need  to  get  answered 
today:  Are  there  legislative  initiatives  that  this  committee  and  the 
other  committees  of  Congress  need  to  take  that  would  assist  you 
in  pursuing  those  that  are  currently  delinquent? 

Mr.  Dunn.  Senator,  I  have  outlined  a  couple  of  instances  in  my 
testimony.  I  have  worked  with  our  staff  and  they  have  submitted 
to  me  a  group  of  legislative  proposals.  I  have  discussed  this  with 
the  Secretary,  and  he  has  told  me  to  hasten  forward  to  work  with 
you  and  the  House  Members  to  come  up  with  a  package  that  will 
assist  us  in  resolving  these  issues. 

Senator  Conrad.  Could  you  tell  the  committee  what  would  be 
the  most  important  steps  that  we  could  take  that  would  be  of  as- 
sistance to  you? 

Mr.  Dunn.  One  of  the  major  problems  that  we  have  is  as  a  result 
of  other  pending  cases,  criminal  cases.  There  does  appear  to  be  a 
backlog  in  Federal  court,  and  on  many  of  these  cases  the  regional 
attorneys  are  saying,  look,  there  is  no  collateral  left  here,  there  is 
no  reason  for  us  to  pursue  some  of  these  actions. 

So  what  we  would  like  to  do  is  get  the  authority  similar  to  what 
we  have  with  our  single-family  housing  authority,  where  we  can 
contract  with  the  Office  of  General  Counsel  or  private  attorneys  to 
pursue  these  matters  on  behalf  of  Farmers  Home  Administration 
and  the  U.S.  Government. 

Senator  Conrad.  Have  we  absolutely  assured  ourselves  and  as- 
sured the  taxpayers  of  this  country  that  we  have  made  a  full  inves- 
tigation of  the  assets  of  these  what  I  would  classify,  as  the  Chair- 
man did,  as  deadbeats? 

Mr.  Dunn.  We  are  in  the  process  of  that.  As  I  indicated  in  my 
testimony,  we  have  contracted  with  asset  investigation  groups 
throughout  the  country  to  find  out  where  there  has  been  conversion 
of  these  assets  that  had  been  pledged  to  the  Federal  Government. 
Where  we  find  abuse,  we  turn  that  over  to  the  OIG  and  turn  it 
over  to  Justice  to  pursue  criminal  actions,  as  well. 
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Senator  Conrad.  Can  you  give  us  a  time  frame  for  your  specific 
legislative  recommendations  on  things  that  are  necessary  to  help 
you  pursue  those  who  have  not  paid  who  have  substantial  assets? 

Mr.  Dunn.  Senator,  just  as  soon  as  you  and  your  staff  would  like 
to  get  together  with  us,  we  would  be  willing  to  work  with  you  to 
put  together  a  legislative  package  that  would  help  us  out. 

Senator  Conrad.  I  think  we  should  do  it  today.  I  think  we 
should  start  today.  It  is  just  intolerable  I  think  to  everyone  in 
this  country  that  people  benefited  from  government  programs  that 
were  ill-devised  at  the  time  they  were  put  into  effect,  and  people 
have  abused  the  privilege  of  receiving  assistance  from  their  fellow 
Americans,  and  even  now  though  some  of  them  still  have  substan- 
tial assets. 

Obviously,  it  is  another  issue  for  those  who  do  not  have  any  as- 
sets remaining.  Yet,  those  that  do  have  substantial  assets,  for  them 
to  duck,  to  hide,  to  be  living  in  what  can  only  be  described  as 
splendor  and  to  have  substantial  assets — I  mean  to  read  about 
somebody  having  a  $1.7  million  office  building  and  somebody  living 
in  a  $900,000  beach  condo — and  have  debts  outstanding  that  they 
are  not  paying  that  they  received  more  than  a  decade  ago,  I  think 
is  enough  to  anger  anyone. 

I  would  turn  to  Senator  Lugar  for  questions  that  he  might  have. 

Senator  Lugar.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Dunn,  in  your  testimony  you  pointed  out  the  reforms  that 
were  made  in  the  Credit  Act  of  1987.  Most  of  us  around  this  table 
participated  vigorously,  including  yourself,  in  that  situation.  On  re- 
view now,  you  point  out  it  should  be  noted  that  the  appeals  process 
provided  much  needed  objectivity  to  ensure  borrowers'  rights.  In- 
deed, that  was  a  major  focus  of  the  group  here. 

However,  it  inadvertently  provided  opportunities  to  significantly 
delay  the  foreclosure  process.  For  instance,  if  a  borrower  exercised 
all  servicing  appeal  rights,  the  process  could  continue  for  1,200 
days,  which  you  have  illustrated  in  Attachment  8 4  as  to  how  that 
might  go  on. 

That  strikes  me  now,  as  it  did  then,  as  too  long.  We  had  consid- 
erable argument  during  those  days,  as  you  remember,  about  the 
borrowers'  rights  situation.  It  is  a  fine  point  in  terms  of  equity  for 
the  individual  farmer  and,  likewise,  some  reasonable  process  for 
trying  to  gain  repayment  and  foreclosure,  if  that  is  finally  required. 

In  the  package  of  legislative  thoughts  that  you  have,  have  you 
thought  about  restricting  the  1,200  days?  In  otner  words,  is  it  not, 
as  a  common  sense  matter,  important  to  address  the  very  point  you 
made  on  page  12,  to  get  to  a  different  situation  here? 

Mr.  Dunn.  Senator,  I  agree  with  your  concerns  here,  but  I  also 
understand  the  need  to  protect  the  rights  of  the  individuals  that 
they  might  have. 

I  think  what  we  would  come  to  you  and  talk  about  are  some 
other  areas  that  may  help  us  much  better  in  this  appeals  process 
arena.  For  instance,  the  use  of  administrative  law  judges  for  these 
large  loans  would  really  help,  because  you  would  have  somebody 
who  knows  the  law  more  and  is  going  to  be  more  judicious,  based 


4  See  Appendix,  page  45. 
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on  what  is  presented  to  them,  not  what  some  accountant  or  attor- 
ney comes  in  and  represents  as  to  these  large  wealthy  borrowers. 

A  second  area  is  maybe  grouping  those.  It  is  not  unheard  of  for 
these  borrowers  to  have  a  half  dozen  appeals  going  simultaneously, 
and  unfortunately  not  to  the  same  appeals  person.  So  we  would 
also  say  they  should  all  go  to  one,  so  that  there  would  be  one  body 
of  evidence  and  it  could  be  ruled  on  much  quicker,  and  there  would 
be  less  of  an  opportunity  of  having  judgments  or  appeal  decisions 
that  are  opposite  of  each  other. 

So  those  are  the  types  of  things  that  I  think  we  can  work  to- 
gether to  institute  in  here  on  an  appeals  process  and  a  revision  of 
that.  I  know  the  Chairman  here  is  working  very  diligently  on  put- 
ting together  many  of  these  types  of  things  that  would  allow  us  to 
still  provide  the  rights  to  the  borrowers,  but  ensure  that  the  Fed- 
eral Government  also  has  its  rights. 

Senator  Lugar.  I  commend  you  on  those  constructive  views.  Let 
me  just  say  that  the  Chairman  and  I  during  this  period  frequently 
debated  these  issues.  I  have  great  respect  for  the  feelings  that  he 
has  had  about  that  and  often  have  been  persuaded.  I  think  both 
of  us  have  a  common  view  today,  and  that  is  this  is  running 
amuck.  This  is  unconscionable.  I  say  this  not  just  with  regard  to 
these  people  we  keep  talking  about  with  regard  to  the  villas,  the 
yachts  and  so  forth. 

My  impression  is  that  with  small  borrowers,  all  the  rest  of  them 
not  being  mentioned  today,  that  some  of  the  problems  of  collection 
and  foreclosure  and  what  have  you  are  going  equally  poorly.  In 
other  words,  before  we  all  get  exercised  about  these  people  who 
own  the  yachts,  we  have  got  to  remember  that  there  are  tens  of 
thousands  of  cases  here,  and  a  situation  that  strikes  the  normal 
American,  looking  at  common  sense,  to  say  that  this  is  a  very,  very 
special  group  of  people. 

Of  course,  farmers  are.  This  is  one  factor  we  look  at.  We  try  to 
think,  as  advocates  of  farming,  of  how  we  can  help  people,  as  you 
have  pointed  out  today.  However,  at  some  point,  our  bending  over 
backwards  to  help  the  small  farmer  has  also  created  a  situation 
with  the  large  farmer  or  with  anybody.  In  other  words,  we  have  got 
something  that  is  stretched  out  I  think  in  a  common  sense  way  far 
too  long. 

Now,  if  we  are  not  able  to  clear  this  up,  I  think  the  Chairman 
of  the  subcommittee  and  I  both  come  to  the  conclusion  that  the 
American  people's  tolerance  for  all  of  this  will  likely  be  limited. 

This  has  been  an  inside  game  in  the  past,  and  we  have  been  try- 
ing .to  argue  in  behalf  of  each  other  of  how  we  could  sort  of  keep 
it  alive  without  anybody  knowing  the  difference.  Now  people  do 
know  the  difference.  We  are  going  to  be  writing  off  billions  of  dol- 
lars. We  have  already  written  off  $10  billion,  as  you  say,  just  in 
principal,  $13  billion  in  interest.  That  went  down  to  the  deficit. 
This  is  real  money  with  regards  to  the  budget  battles  we  are  hav- 
ing elsewhere. 

We  cannot  meet  in  this  room  as  sort  of  a  closed  society  and  some- 
how, out  there  when  we  get  into  the  deficit  problem,  pretend  it 
does  not  exist.  We  are  going  to  inherit  this,  as  you  pointed  out, 
some  of  this  is  going  to  be  written  off,  as  Senator  Kerrey  said,  to 
the  detriment  of  the  American  people,  real  taxpayers. 
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So  my  own  feeling  is  we  ought  to  get  into  the  legislative  pro- 
gram, but  we  really  ought  to  take  a  look  at  the  totality  of  the  pic- 
ture, because  what  also  is  intended  to  help  the  small  has  also 
helped  the  big  and  may  not  have  been  right  for  either  one  of  them 
in  terms  of  good  management. 

In  the  past,  your  predecessors  were  burdened  by  a  committee 
which  was  hammering  on  them  to  go  slow,  to  forget,  to  omit.  Now 
you  are  faced  with  a  committee  that  I  hope  that  has  taken  a 
180-degree  turn  and  really  wants  a  good  bit  more  rigor  with  regard 
to  all  of  this,  for  the  sake  of  having  the  problem. 

Now,  just  as  a  matter  of  philosophy,  because  this  is  sort  of  fun- 
damental, you  pointed  out  correctly  that  you  make  loans  to  farm- 
ers, but  you  also  counsel  and  teach  them,  help  them  with  credit 
and  what  have  you,  and  that  is  important.  Yet,  I  wonder,  are  there 
good  criteria  to  begin  with  for  making  these  loans?  In  other  words, 
you  are  not  operating  a  charity.  These  are  not  grants.  They  are 
meant  to  be  loans  to  help  people  who  cannot  get  credit  elsewhere, 
always  a  risky  business. 

We  cannot  get  into  everything  today,  but  I  just  wonder  about  the 
general  philosophy,  how  many  people  are  there  who  are  in  this  sit- 
uation presently?  In  my  State,  the  number  of  people  in  farming  at 
all  has  decreased  substantially,  and  that  has  been  true  across  the 
board.  The  number  of  people  who  are  having  credit  problems  we 
know,  we  can  identify  them  almost  by  name. 

I  think  we  are  going  to  come  down  to  justifying  the  continuation 
of  this  whole  business  at  some  stage.  It  may  go  by  the  board  be- 
cause it  was  badly  run  in  the  past — not  now,  but  in  the  past — but 
even  then  I  question  in  my  statement  why  Secretary  Espy  has  had 
this  moratorium  at  all  this  time.  I  am  grateful  he  is  going  to  end 
it.  I  do  not  think  it  should  have  happened  to  begin  with.  I  think 
it  sent  the  wrong  signal  in  terms  of  leniency.  That  may  not  have 
been  what  he  wanted  to  do,  but  that  was  the  signal  that  went  out 
there,  and  it  needs  to  be  cut  out,  if  not  this  week,  next  for  sure, 
so  we  get  back  into  the  regular  business  of  collecting,  without  any 
questions  being  asked. 

I  throw  all  of  this  out,  because  this  is  sort  of  our  first  oversight 
hearing.  It  comes  at  an  unfortunate  moment,  but  maybe  the  Wash- 
ington Post  article  was  a  good  spur  to  sort  of  get  our  situation  re- 
formed. 

Mr.  Dunn.  Senator,  if  I  can  react  to  some  of  your  thoughts  there, 
because  I  find  myself  in  agreement  with  a  good  number  of  things 
that  you  have  outlined  here,  but  philosophically  may  be  approach- 
ing them  just  a  little  different. 

There  has  been  a  lot  of  talk  about  this  is  criminal  and  these 
types  of  actions  border  on  criminal  activities.  I  think  what  would 
be  criminal  is  if  me,  as  the  Administrator,  did  not  learn  something 
from  this  and  did  not  adjust  the  way  this  agency  operates  and  the 
clientele  that  we  target  for,  and  ensure  that  we  do  still  service  that 
strata  of  borrower  that  you  and  the  other  Members  of  Congress 
have  said  this  is  the  law,  you  are  to  provide  them  with  this  assist- 
ance. 

If  I  did  not  ensure  that  the  Farmers  Home  employees  did  every- 
thing within  their  power,  that  when  that  first  borrower  walks  in 
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that  door,  that  our  goal  was  to  graduate  that  borrower  to  the  pri- 
vate sector  as  soon  as  possible,  but  to  assist  them  in  developing 
and  molding  that  person  as  a  farmer  in  the  future.  Your  example 
is  typical.  That  is  the  type  of  legacy  that  I  believe  the  Clinton  ad- 
ministration and  the  Farmers  Home  employees  want  to  leave. 

You  talked  about  a  bit  about  the  whole  appeal  process  and  then 
about  the  suspension  of  the  loans.  Again,  it  would  be  criminal,  if 
I  did  not  take  a  look  at  what  we  learned  from  that  process  out 
there.  In  35  percent  of  those  loans  reviewed,  we  did  not  follow  our 
own  procedure.  That  tells  me  that  there  is  still  a  need  for  the  ap- 
peals process  out  there,  because  a  third  of  the  time  we  are  not 
doing  it  right. 

My  job,  it  is  incumbent  upon  me  to  make  darn  sure  we  do 
it  right  in  the  future.  That  again  is  what  we  learned  from  this 
appeals  process.  We  analyzed  it,  where  were  the  common  mistakes, 
what  happened  to  us,  where  did  we  go  wrong.  We  developed  from 
that  a  checklist  of  21  different  items,  common  items  of  where  we 
made  mistakes,  and  that  will  sit  right  in  front  of  that  county  super- 
visor, as  they  go  through  this  process,  so  that  long  period  of  delay 
that  you  point  out  will  not  exist.  We  will  do  it  right  the  first  time, 
and  we  will  get  it  right  and  we  will  go  forward  with  it. 

We  also  looked  at  who  were  these  loans  that  came  in.  This  is 
very  important  in  the  context  of  today,  because  40  percent  of  those 
loans  that  we  looked  at  that  got  in  trouble  were  the  result  of  some 
natural  disaster  that  got  us  going  there. 

So  what  we  did,  before  we  developed  folks  to  go  out  and  assist 
farmers  in  the  current  natural  disaster  we  have,  the  drought  in  the 
Southeast  and  the  floods  in  Iowa,  we  have  come  back  and  done  a 
complete  retraining.  We  have  rearmed  these  people  with  laptop 
computers  and  put  the  program  in  there  so  they  can  run  out  to  see 
if  these  programs  are  going  to  pay  back,  if  they  are  going  to  cash 
flow.  Those  are  the  types  of  things  that  we  have  learned.  It  will 
save  us  billions  in  the  future,  I  am  sure.  It  would  be  criminal  if 
we  did  not  learn  from  what  we  have  done  in  the  past. 

Senator  Lugar.  I  congratulate  you  on  those  reforms,  and  that  is 
encouraging.  In  subsequent  appearances,  you  will  be  able  to  tell  us, 
I  suppose,  now  it  has  taken  and  what  kind  of  good  news  there  is 
from  the  changes  you  are  making. 

Let  me  just  ask  this  final  question:  Are  the  holders  of  the  large 
loans  that  we  are  talking  today  still  eligible  for  any  Farmers  Home 
loans,  and  have  any  additional  loans  been  made  to  these  individ- 
uals that  we  are  chastising  broadly  today? 

Mr.  Dunn.  They  would  not  be  eligible,  based  upon  the  criteria 
that  we  have.  Let  me  double-check  with  some  of  our  people,  so  I 
do  not  give  you  a  wrong  answer. 

They  are  not  eligible  for  any  type  of  new  loan  programs  that  we 
have  eligible  today,  that  we  have  on  the  books  today.  They  would 
be  eligible  for  some  type  of  restructuring  of  that  present  loan. 

Senator  Lugar.  I  did  not  mean  to  ask  the  question  as  a  trap  or 
what  have  you.  My  staff  has  had  some  information  that  there  may 
be  eligibility  in  some  loans  that  have  been  made.  I  would  like  to 
work  with  you  on  that,  because  clearly,  if  we  are  going  to  get  into 
the  legislative  process,  we  want  to  stop  the  loopholes.  While  we  are 
broadly  condemning  all  this  crowd,  if  for  some  reason  we  are  still 


23 

loaning  money  to  them,  that  would  be  unconscionable,  also,  and  I 
would  like  to  cut  it  out. 

Mr.  Dunn.  Senator,  we  will  diligently  research  that,  and  if  we 
find  something  different  than  what  I  have  told  you,  we  will  let  you 
know. 

Senator  Lugar.  Thank  you. 

Senator  Conrad.  Could  I  just  rivet  on  that  point?  What  I  hear 
your  testimony  to  be  is  they  would  not  be  eligible  for  any  additional 
loans,  but  they  would  be  eligible  potentially  for  restructuring? 

Mr.  Dunn.  That  is  correct. 

Senator  Conrad.  Even  there,  would  they  not  be  limited  in  the 
amount  that  could  be  restructured?  Would  they  not  be  limited  by 
the  $300,000  cap? 

Mr.  Dunn.  Yes,  they  would  be. 

Senator  Conrad.  Again,  it  seems  to  me  in  some  sense  we  are 
dealing  with  the  past  here  in  that  the  loans  that  were  made  are 
no  longer  are  allowed.  Yet,  we  are  still  living  with  the  problem  of 
people  who  had  those  loans  made  to  them  more  than  10  years  ago, 
that  we  are  not  collecting  on  or  so  far  have  not  collected  on. 

I  think  the  thing  that  bothers  me,  my  own  anger  level,  the  most 
are  people  that  have  substantial  assets  and  are  not  paying  what 
they  owe.  Number  one,  I  have  to  wonder  about  what  kind  of  people 
they  are.  I  find  it  amazing  that  people  can  go  to  sleep  at  night, 
when  they  have  had  loans  made  to  them  and  they  have  assets  and 
they  do  not  pay  what  they  owe.  It  says  something  about  basic  char- 
acter of  people. 

Is  there  anything  you  can  tell  us  about  those  over  600  borrowers 
who  owe  over  $1  million,  who  have  collateral?  What  is  being  done 
and  what  will  be  done  in  the  coming  days  to  absolutely  assure  our- 
selves that  every  nickel  that  can  be  recovered  will  be? 

Mr.  Dunn.  I  think,  Senator,  as  I  have  outlined  in  my  testimony, 
the  development  of  our  Large  Loan  Group  in  Washington,  the 
training  that  we  are  providing  the  people  in  the  county,  the  con- 
tracting with  the  investigation  group  to  find  out  where  the  assets 
are,  if  there  has  been  conversion,  those  are  the  type  of  things  that 
are  going  to  assist  us  in  determining  what  is  out  there  and  what 
we  can  go  after. 

Obviously,  we  are  going  to  overlook  things.  The  types  of  people 
that  we  are  contracting  are  former  FBI  employees  and,  as  a  tax  col- 
lector, you  are  well  aware  of  the  type  of  folks  that  we  are  engaging 
to  assist  us  in  assuring  that  we  get  every  cent  that  is  due  the  Fed- 
eral Government. 

Senator  Conrad.  One  other  point  I  think  should  be  made:  Would 
it  not  also  be  true  that  none  of  these  people  could  be  restructured, 
if  their  delinquency  was  as  a  result  of  something  within  their  con- 
trol? 

Mr.  Dunn.  That  is  correct. 

Senator  Conrad.  They  could  only  be  restructured,  if  the  delin- 
quency was  beyond  their  control.  When  you  have  people  who  have 
assets,  obviously  the  delinquency  is  within  their  control. 

Mr.  Dunn.  Senator,  there  were  two  issues  that  you  and  Sen- 
ator Cochran  and  Senator  Lugar  had  debated  quite  a  bit, 
and  that  was   the  bad-faith   provisions   and  beyond  the   control 
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of  the  borrower,  and  those  provisions  in  this  current  legislation 
does  give  us  a  big  stick. 

Senator  Conrad.  I  think  we  need  to  make  that  point.  Let  the 
word  go  out  that  there  is  law  that  is  available,  that  is  on  the  books 
that  will  allow  us  to  go  after  those  who  refuse  to  pay  what  they 
legitimately  owe. 

Let  me  ask  you  one  final  question  and  then  turn  it  over  to  Sen- 
ator Grassley.  Do  I  need  to  call  Attorney  General  Reno  and  ask  her 
to  put  more  resources  on  criminal  investigation  and  criminal  cases 
against  people  who  are  refusing  to  pay? 

Mr.  Dunn.  I  am  tempted  to  punt  and  give  this  to  Ms.  Luken. 

Ms.  Luken.  Senator,  I  do  not  think  either  Mr.  Dunn  or  I  are  in 
a  position  to  give  you  that  advice.  In  all  instances  where  the  Farm- 
ers Home  Administration  and  the  General  Counsel's  Office  and  the 
Inspector  General's  Office  have  interacted  with  the  Department  of 
Justice,  of  course,  we  believe  the  Department  of  Justice  has  vigor- 
ously protected  the  government's  interest  in  these  cases.  I  am  sure 
that  the  Department  of  Justice  will  hear  the  results  of  this  hearing, 
as  will  the  Farmers  Home  Administration,  and  the  Department  of 
Agriculture,  and  I  am  sure  that  they  will  hear  what  you  are  saying 
about  what  importance  you  place  on  the  prosecution  of  these  cases. 

As  for  my  part,  I  certainly  will  disperse  the  results  of  this  hear- 
ing down  to  the  field  attorneys  in  the  general  counsel's  office,  so 
they  understand  the  importance  this  committee  places  on  following 
up  on  these  cases. 

Senator  Conrad.  Let  me  just  say,  in  response  to  a  remark  that 
the  Administrator  made  about  the  reaction  of  attorneys  about  there 
not  being  collateral,  that  what  deeply  concerns  me  is  that  there  is 
collateral  out  there  that  has  not  been  discovered.  I  am  very  pleased 
to  hear  that  you  have  identified  investigative  teams  around  the 
country  that  can  pursue  the  existence  of  those  assets. 

I  have  learned  from  past  experience  how  those  assets  can  dis- 
appear, and  that  should  not  be  permitted.  Let  this  word  go  out — 
if  there  is  conversion,  they  are  going  to  be  pursued  and  they  are 
going  to  be  held  accountable,  because  these  people  were  made  loans 
that  came  from  the  money  of  other  people  in  this  country.  They 
ought  to  be  held  accountable,  and  they  will  be. 

Senator  Grassley? 

Senator  Grassley.  In  the  late  1970's,  the  Office  of  Inspector 
General,  at  the  USDA,  in  reviewing  these  cases  and  making  rec- 
ommendations, said  that  there  were  certain  safeguards  that  were 
in  place  to  make  sure  that  borrowers  were  qualified  and  that  their 
losses  were  not  being  verified,  The  OIG  report  stated  that  these 
safeguards  were  not  being  followed. 

I  do  not  want  to  ask  a  question  just  about  these  safeguards,  be- 
cause I  think  you  have  assured  us  that  you  are  taking,  or  even  pre- 
vious Farmers  Home  directors  have  taken  procedures  to  make  sure 
these  are  solved  and  safeguards  followed. 

But,  generally  speaking  about  the  recommendations  of  the  Office 
of  Inspector  General  and  what  they  recommend  needed  to  be  done, 
do  you  feel  that  those  recommendations  were  good  recommenda- 
tions, and  that  there  has  been  administrative  or  legal  statutory  ac- 
tion taken  to  make  sure  that  those  recommendations  be  followed? 


25 

Mr.  Dunn.  Senator,  there  have  been  a  number  of  investigations 
of  Farmers  Home  Administration  on  these  loans  and  other  loans, 
on  how  we  do  our  business  down  there,  and  recommendations  from 
auditors,  the  General  Accounting  Office,  as  well  as  the  OIG. 

Personally,  what  I  have  found  is  that  we  seem  to  be  investing  a 
lot  of  resources,  both  human  and  fiscal,  in  helping  these  auditors 
continue  to  tell  us  that  we  have  a  problem.  I  know  we  have  got  a 
problem.  What  I  want  to  do  is  a  quantum  leap  to  get  out  ahead 
of  it,  to  fix  that  problem  and  start  directing  our  resources  at  that. 

So  we  are  working  with  them  in  a  number  of  different  areas.  I 
think  we  have  a  very  good  relationship  with  the  OIG  at  this  time 
in  assisting  us  in  some  investigations.  Again,  their  resources  are 
limited. 

There  will  probably,  as  long  as  there  are  administrators  and  as 
long  as  there  are  auditors,  there  will  be  differences  about  how  we 
best  ought  to  proceed  on  things.  In  general,  I  agree  with  90  percent 
of  the  recommendations. 

Senator  Grassley.  Quantifying  it  probably  answers  the  question, 
but  let  us  just  go  not  so  much  to  substance,  but  to  the  process  of 
certain  recommendations  and  I  assume  I  am  talking  more  about 
the  Inspector  General,  but  there  are  other  people  making  rec- 
ommendations. 

Do  you  have  a  procedure — and  if  it  is  different  than  procedures 
prior  to  your  taking  over,  make  that  clear,  too — are  there  proce- 
dures for  at  least  consideration  of  all  recommendations  and  a  deci- 
sion-making process  that  brings  you  to  a  point  that,  yes,  these  rec- 
ommendations should  be  followed  and  these  should  not  be  followed, 
as  opposed  to  just  being  lackadaisical  about  these  sorts  of  people, 
on  the  outside,  that  are  making  recommendations  and  kind  of  a 
feeling — "Well,  I  do  not  really  have  to  give  them  much  consider- 
ation, because  maybe  their  track  record  is  not  too  good  as  far  as 
you  are  concerned,  or  your  agency  might  be  concerned?"  I  am  at  a 
thought  process  here  within  your  agency  towards  recommenda- 
tions. 

Mr.  Dunn.  Senator,  I  am  very  open  and  receptive  to  rec- 
ommendations. Let  me  give  you  one  that  is  a  little  different  than 
this  subject  and  explain  some  of  the  difference  that  I  might  have, 
and  that  is  in  the  area  of  housing.  There  have  been  recommenda- 
tions that  we  ought  to  have  centralized  servicing  in  housing  and  go 
to  some  type  of  escrow  account.  We  currently  do  not  escrow. 

I  have  looked  at  this  problem,  and  one  of  the  recommendations 
was  to  sell  off  another  batch  of  our  good  loans.  I  do  not  think  it 
is  my  fiduciary  responsibility  to  protect  every  asset  we  have  in  the 
Government.  I  do  not  think  discounting  loans  50  percent  or  better 
and  selling  them  off  to  the  private  sector  is  in  the  best  interest  of 
the  government,  if  we  can  do  those  same  types  of  centralized  serv- 
ices in-house.  So  we  are  proceeding  now  on  developing  an  escrow 
account  at  our  accounting  department,  so  that  we  can  provide  those 
types  of  things  that  we  did  not  have  in  the  past. 

So  I  am  receptive,  when  people  point  out  what  a  problem  is,  but 
I  am  not  always  receptive  that  they  have  the  single  best  answer. 

Senator  Grassley.  My  question  did  not  imply  that  you  ought  to 
agree  and  institute  changes  based  upon  every  recommendation.  I 
guess  I  would  like  to  know — and  I  do  not  think  you  have  answered 
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this  yet — whether  or  not  there  is  a  process  by  which  you  make  a 
judgment  that  these  recommendations  are  good  and  those  are  bad, 
and  I  assume  the  ones  that  are  good  are  going  to  be  implemented. 
Do  you  have  a  process  that  you 

Mr.  Dunn.  Yes,  we  do,  Senator.  We  do  sit  down  and  we  meet 
with  them.  Many  of  the  procedural  changes  that  we  have  made  and 
I  have  outlined  in  my  testimony,  in  fact,  did  come  from  OIG  types 
of  audits,  so  we  do  on  a  regular  basis  meet  with  them.  We  take 
those  audits  seriously  and  we  try  to  the  best  of  the  resources  we 
have  to  alleviate  what  we  feel  is  the  core  root. 

Senator  Grassley.  You  discussed  with  Senator  Lugar  about 
graduation.  Obviously,  the  term  "graduation"  did  not  mean  much 
during  the  time  that  these  loans  that  made  the  headlines  were 
under  consideration.  There  was  even  some  indication  that  there 
was  not  much  of  a  process  towards  graduation.  You  have  indicated 
that  that  is  your  goal. 

Now,  in  regard  to  these  specific  people  getting  loans,  they  could 
not  get  loans  today.  Things  have  been  changed.  Are  you  satisfied 
that  that  process  takes  into  consideration  that  the  ones  with  the — 
I  suppose  it  would  be  based  upon  the  highest  worth  that  they  have, 
as  opposed  to  those  with  lesser  worth — are  being  prioritized,  to 
make  sure  that  those  that  are  at  the — even  though  they  still  legally 
qualify  for  Farmers  Home  loans,  that  the  ones  that  would  be  least 
in  that  priority  list  are  being  reviewed,  to  make  sure  again  a  deci- 
sion being  made  as  to  whether  or  not  they  should  graduate  or  not 
graduate  on  an  individual  basis? 

Mr.  Dunn.  Yes,  Senator,  on  these  particular  loans,  where  we 
would  graduate  them  from  is  liquidation  or  getting  them  out  of  our 
system,  if  at  all  possible. 

Senator  Grassley.  Pardon  me.  I  am  not  talking  about  the  loans 
that  made  the  headlines.  I  am  talking  about  under  present  policy 
and  the  principle  that  you  espoused  to  Senator  Lugar  on  gradua- 
tion, your  total  commitment  to  that,  to  get  them  out  of  the  Farmers 
Home  system  into  the  commercial  system.  Are  they  being  reviewed 
on  the  basis  of  those  that  would  tend  to  have  the  least  need,  as  op- 
posed to  the  whole  pot? 

Mr.  Dunn.  Absolutely,  Senator.  That  has  been  a  priority  of  this 
administration,  of  me  as  the  Administrator.  I  do  not  want  those 
loans  in  our  portfolio  that  ought  to  be  in  the  Farm  Credit  System 
or  in  commercial  banks.  That  is  not  what  you  passed  the  laws  for 
us  to  help.  You  passed  the  laws  for  us  to  help  that  strata  that  is 
right  below  that,  and  we  are  going  to  do  everything  we  can  to  get 
those  types  of  loans  out  there. 

Oftentimes,  when  you  get  a  report  like  this,  what  an  agency  will 
do  is  to  try  to  get  better  loans  on  the  books.  That  is  not  what  you 
have  charged  us  to  do  in  the  law.  You  have  charged  us  to  help  that 
strata  below  that  and  help  them  work  their  way  up  to  be  better 
loans. 

Senator  Conrad.  We  will  have  to  suspend  and  recess  for  15  min- 
utes, because  we  have  a  vote  on  the  floor. 

[Recess.] 
Senator  Conrad.  The  hearing  will  come  back  to  order. 
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A  couple  of  things  that  I  think  should  be  clarified  that  would  be 
important  for  people  to  know.  With  respect  to  the  1,200  days  for 
appeals,  actually  only  510  days  of  that  would  be  because  of  the  ap- 
peals process.  Isn't  that  the  case?  You  have  two  255-day  appeals; 
the  rest  of  it  are  other  servicing  matters  that  are  available. 
Wouldn't  that  be  the  case? 

Mr.  Dunn.  That  is  approximately  correct,  Senator.  We  have  in- 
cluded in  your  packet  of  information  for  everyone's  edification  on 
the  appeals  the  appeals  process  chart  that  has  been  provided  to  us 
by  the  FLAG  folks,  and  it  makes  for  interesting  reading  and  gives 
you  the  idea  and  time  frames  within  that. 

Senator  Conrad.  Let  me  just  say  that  my  independent  appeals 
legislation,  on  which  Secretary  Espy  was  the  lead  sponsor  on  the 
House  side,  would  dramatically  cut  the  time  for  those  appeals  from 
255  days  for  each  of  the  appeals  to  135.  I  think  that  is  important 
legislation.  In  fact,  I  just  visited  with  Secretary  Espy  about  it  in 
the  last  week  in  terms  of  his  overall  government  reorganization 
plan  for  USDA,  and  hopefully  major  parts  of  that  independent  ap- 
peals process  will  be  adopted  as  part  of  an  overall  reform. 

One  other  point  of  importance  to  make  is  the  Washington  Post 
story  that,  I  think,  perhaps  is  misunderstood,  stated  that  there  are 
no  graduation  deadlines.  In  fact,  there  are  graduation  deadlines  in 
current  law.  Is  that  not  the  case? 

Mr.  Dunn.  There  are  deadlines  in  the  new  beginning  farmer  law 
that  was  recently  passed,  Senator,  that  gives  us  a  certain  time  pe- 
riod to  work  with  those  farmers  to  ensure  that  they  are  graduated 
to  private  credit. 

Senator  Conrad.  My  recollection  is  that  those  deadlines  are  10 
years  for  direct  operating  loans  and  15  for  a  combination  of  direct 
and  guaranteed  loans? 

Mr.  Dunn.  For  those  taking  part  in  that  program,  that  is  correct, 
Senator. 

Senator  Conrad.  Any  other  points  that  you  would  want  to  make 
before  we  close  the  hearing?  Any  other  things  that  you  would  want 
this  committee  to  be  aware  of? 

Mr.  Dunn.  I  would  just  reiterate,  Senator,  that  this  administra- 
tion, the  Clinton  administration,  the  Espy  Department  of  Agri- 
culture, we  are  all  concerned  about  the  protection  of  the  taxpayers' 
dollars.  That  is  what  we  are  about  on  reinventing  government.  We 
also  are  going  to  do  that  with  the  compassion,  and  the  understand- 
ing, of  a  Federal  Government  that  will  faithfully  implement  the 
laws  of  the  Nation,  and  the  wisdom  of  Congress  has  given  us  pro- 
grams to  administer,  and  we  will  do  so. 

Senator  Conrad.  Let  me  just  close  by  saying  again  that  I  want 
to  commend  you  for  not  only  producing  a  voluminous  report  to  this 
committee — I  last  night  was  able  to  read  through  everything  that 
had  been  delivered  by  last  night,  and  it  really  is  very,  very  good 
work  and  very,  very  helpful  to  this  committee.  I  want  to  commend 
you  publicly  for,  in  a  very  short  time,  turning  around  this  amount 
of  information  to  the  committee.  I  also  want  to  commend  you  for 
outlining  an  action  plan  to  go  after  these  folks,  these  large  borrow- 
ers with  million-dollar  loans,  who  have  assets,  and  who  are  failing 
to  pay.  It  is  unconscionable  that  they  fail  to  pay. 
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I  just  spoke  to  Senator  Lugar  as  we  went  over  to  the  floor  to- 
gether. Growing  up  in  small-town  North  Dakota,  the  thought  that 
people  would  have  gotten  these  loans  is  disturbing.  It  is  one  thing 
if  everything  turns  against  you  and  you  have  no  ability  to  repay. 
That  is  one  thing;  but  that  these  folks  have  substantial  assets,  and 
have  not  repaid,  reflects  very  badly  on  them  and  their  character. 

There  is  no  excuse.  There  is  no  excuse  for  failure  to  repay  what 
you  owe  if  you  have  the  ability  to  do  so.  That  is  fundamental.  That 
is  a  test  of  basic  character.  I  hope  the  word  goes  out  from  these 
hearings.  I  hope  it  goes  to  those  who  are  advising  some  of  these 
people.  Because  there  is  going  to  be  zero  tolerance — zero  tolerance 
in  this  committee  for  people  who  have  the  ability  to  repay  and  fail 
to  do  so.  That  is  unacceptable. 

Again,  I  thank  Mr.  Dunn  very  much,  Ms.  Luken,  for  your  appear- 
ance here  today.  Again,  my  thanks  for  the  swiftness  of  your  re- 
sponse. Yes? 

Mr.  Dunn.  Senator,  I  will  accept  that  commendation  from  you  on 
behalf  of  the  men  and  women  who  work  at  Farmers  Home  Admin- 
istration who  have  put  in  long  hours  in  advance  of  this  hearing  try- 
ing to  do  the  right  thing  and  faithfully  carrying  out  the  programs 
of  this  Nation.  I  thank  them  for  the  hard  work  they  did  in  the  last 
week  to  do  the  research  so  that  we  do  have  that  information  there. 
Yet  again,  a  lot  of  it  was  not  far  away.  We  have  been  working  on 
it. 

Senator  Conrad.  We  appreciate  it  very  much,  and  I  also  want 
to  thank  those  people.  I  know  they  must  have  been  burning  the 
midnight  oil  to  produce  the  very  excellent  testimony  and  the  work 
that  had  been  prepared  for  this  committee. 

Thank  you  very  much. 

[Whereupon,  at  11:55  a.m.,  the  subcommittee  was  adjourned.] 
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limit  or  prevent  their  success.  Unfortunately,  in  the  past,  FmHA  has  gotten  away 
from  providing  supervised  credit  as  the  Agency's  focus  shifted  to  larger,  wealthier 
farmers.  Those  days,  however,  are  now  over.  Our  state  directors  are  aware  that  su- 
pervised credit  is  one  of  the  Clinton  administration's  top  priorities,  and  efforts  are 
already  underway  to  provide  training  to  employees  to  accomplish  this  goal. 

Large  Delinquent  Loans 

During  the  Clinton  administration's  tenure,  FmHA's  focus  will  be  to  provide  skill- 
ful assistance  to  small,  limited  resource  farmers.  Unfortunately,  there  remains  at 
this  time,  the  unresolved  backlog  of  large  delinquent  loans  left  over  from  the  past 
decade  when  large,  wealthy  farmers  were  granted  emergency  loans.  These  were  the 
subject  of  The  Washington  Post  article. 

The  Washington  Post  article  serves  a  very  useful  purpose.  It  sheds  light  on  past 
policy  decisions  which  have  resulted  in  problems  that  had  been  festering  in  the 
Agency  for  years.  These  problems,  which  we  have  already  discovered,  demand 
prompt  and  decisive  action. 

My  colleagues  at  FmHA  have  been  aware  of  and  concerned  about  the  enormity 
of  the  outstanding  debt  which  has  been  accumulated  from  delinquent  large  loans 
made  years  ago.  Resolution  of  this  situation  was  one  of  the  first  issues  that  I  pur- 
sued after  taking  the  oath  of  office  on  November  30. 

Today's  hearing  provides  the  opportunity  to  bring  you  up  to  date  on  our  recent 
activities  with  respect  to  the  large  delinquent  loans,  as  well  as  the  related  fore- 
closure suspensions.  In  addition,  we  will  cover  steps  which  we  are  taking  to  return 
FmHA  to  its  traditional  mission  of  providing  supervised  credit  to  small  and  limited- 
resource  family  farmers  and  ranchers. 

I  cannot  emphasize  too  strongly  the  Clinton  administration's  conviction  that 
FmHA's  mission  to  assist  small,  limited  resource  family  farmers  is  paramount.  This 
is  the  central  mission  which  President  Clinton,  Secretary  Espy,  and  I,  as  adminis- 
trator, intend  to  see  FmHA  fulfill. 

Foreclosure  Suspension 

I  would  at  this  time,  like  to  comment  upon  Secretary  Espy's  suspension  of  fore- 
closures which  has  been  in  effect  since  March  5,  1993.  Allow  me  to  provide  a  brief 
summary  of  the  effect  of  the  suspension  on  the  resolution  of  the  large  delinquent 
loans. 

•  On  March  5,  1993,  there  were  4,833  cases  in  the  foreclosure  process.  Of  this 
number,  the  Department  of  Justice  (DOJ)  had  962  cases. 

•  Of  the  4,833  cases  in  foreclosure,  240  were  borrowers  who  owed  more  than  $1 
million  dollars. 

•  In  March  and  April  of  1993,  Secretary  Espy  mailed  3,913  letters  to  borrowers 
in  foreclosure  providing  them  with  the  opportunity  to  request  a  review  at  the 
Secretary's  level  to  determine  if  their  loans  had  been  properly  serviced 

before  being  submitted  for  foreclosure. 

•  Of  the  3,913  farmers  who  received  letters,  1,090  responded  with  a  request  for 
a  review. 

•  Of  the  1,090  borrowers  who  requested  a  review,  100  were  borrowers  who  owed 
FmHA  over  $1  million. 

•  Of  the  100  borrowers  who  were  reviewed,  34  were  sent  back  to  the  States  for 
corrections  in  the  servicing  process. 

•  In  California,  six  large  loan  borrowers  requested  a  review  by  the  Secretary's 
office.  The  review  showed  that  all  had  been  properly  serviced,  and  the 

State  was  instructed  to  continue  with  foreclosure. 

•  None  of  the  borrowers  in  The  Washington  Post  article  requested  a  review. 

In  summary,  of  the  100  large  loan  borrowers  who  requested  a  review,  66  were 
sent  back  to  the  States  to  proceed  on  foreclosure.  Secretary  Espy  has  indicated  that 
he  is  in  the  process  of  finalizing  his  personal  review  of  FmHA's  findings  and  antici- 
pates announcing  the  lifting  of  the  suspension  within  a  week. 

Overall,  this  suspension  served  a  very  important  purpose.  In  addition  to  guaran- 
teeing the  rights  of  those  whose  documents  were  reviewed,  the  suspension  identified 
weaknesses  in  the  foreclosure  procedures  that  we  can  now  correct. 

A  checklist  of  items  has  been  developed  for  use  in  the  field  when  the  suspension 
is  lifted  (Attachment  1).  The  checklist  addresses  loan  servicing  weaknesses  discov- 
ered by  the  review.  This  checklist  will  be  used  by  District  and  State  office  personnel 
to  ensure  that  all  required  notices  have  been  provided  to  the  borrower.  It  will  also 
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PREPARED  STATEMENT 

Michael  V.  Dunn 

Good  morning,  Mr.  Chairman,  and  Members  of  the  subcommittee.  Thank  you  for 
inviting  me  here  today.  I  appreciate  the  opportunity  to  discuss  this  very  important 
issue  of  the  large  delinquent  farm  loans  in  the  Farmers  Home  Administration 
(FmHA)  portfolio. 

I  want  to  say  at  the  outset  that  the  Clinton  administration  is  outraged  at  the 
thought  that  wealthy  individuals  are  not  satisfying  their  just  debts  to  the  Govern- 
ment. This  was  exactly  the  type  of  situation  that  the  President  and  Vice  President 
set  out  to  rectify  as  they  sought  to  reinvent  government.  I  pledge  to  you,  as  the 
President's  representative,  that  we  at  FmHA  will  do  everything  numanly  and  le- 
gally possible  to  collect  every  dime  that  is  owed  to  the  American  people. 

Why  It  Cannot  Happen  Again 

Million-dollar  loans  are  no  longer  available  from  FmHA.  The  delinquent  loans  re- 
ported by  The  Washington  Post  were  made  under  Emergency  Loan  authority. 
Amendments  to  the  Consolidated  Farm  and  Rural  Development  Act  of  1980  (Public 
Law  96-438),  gradually  reduced  the  maximum  emergency  loan  to  $500,000  for  any 
one  disaster.  This  legislation  also  phased  out  the  bonus  annual  operating  and  major 
adjustment  loans.  The  Food  Security  Act  of  1985  (Public  Law  99-198),  limited 
emergency  loans  to  family-size  farmers  and  prohibited  loans  to  farmers  eligible  for 
credit  elsewhere.  Further,  direct  operating  and  ownership  loans  are  now  limited 
by  law  to  $200,000;  guaranteed  operating  loans  are  capped  at  $400,000;  and  guaran- 
teed ownership  loans  cannot  exceed  $300,000.  In  all  cases,  the  borrower  must  be  a 
family-size  farmer  or  rancher. 

FmHA's  Mission 

Before  I  discuss  the  large  delinquent  loans,  I  would  like  to  take  a  minute  to  share 
with  you  the  Clinton  administration's  philosophy  on  the  mission  of  FmHA.  FmHA 
is  required  to  provide  assistance  to  only  those  farmers  who  are  unable  to  obtain 
credit  from  commercial  sources.  Typically,  our  borrowers  are  family-sized  farmers. 
Many  lack  production  resources,  such  as  productive  land  and  modern  buildings  and 
equipment.  Many  also  lack  the  personal  resources,  such  as  sufficient  education  and 
experience,  which  provide  the  foundation  for  management  skills  critical  for  success. 
We  view  it  as  our  mission  to  assist  these  farmers  in  anyway  possible  not  just  to 
get  credit — but  to  become  credit  worthy,  successful  farmers. 

Supervised  Credit 

That  is  why  I  firmly  believe  that  we  must  provide  supervised  credit  for  these  bor- 
rowers. This  involves  working  closely  with  borrowers  from  day  1  to  nurture,  teach 
and  counsel  them.  This  is  accomplished  through  frequent  and  thorough  monitoring 
of  the  borrower's  farm  production  and  financial  management  to  pursue  strategies 
that  develop  actions  necessary  to  achieve  the  customers  planned  objectives.  Thus, 
farms  receive  technical  assistance  as  well  as  individual  counseling  and  evaluations 
necessary  to  focus  corrective  measures  on  the  specific  factors  that  might  otherwise 
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document  that  all  required  servicing  actions  have  been  completed  prior  to  accelera- 
tion and/or  foreclosure  of  all  direct  farmer  programs  accounts.  Accounts  previously 
reviewed  by  the  Office  of  the  Secretary  and  returned  for  liquidation  will  not  be  sub- 
ject to  this  review. 

Current  Status  of  Large  Loans 

The  large  loans  referred  to  in  The  Washington  Post  are,  indeed,  a  problem  to 
FmHA.  They  will  be  a  significant  drain  on  the  U.S.  Treasury.  It  is  apparent  that 
some  of  the  loan  funds  in  question  may  never  be  recovered. 

There  are  currently  971  delinquent  large  loans — that  is,  loans  of  more  than  $1 
million.  The  total  principal  and  interest  outstanding  on  these  large  loans  is  $2.2  bil- 
lion (Attachment  2).  The  average  loan  size  is  $2.3  million.  One  hundred  ten  of  these 
loans,  valued  at  $562  million,  are  in  California. 

The  large  delinquent  loans  should  be  considered  in  the  context  of  the  entire 
FmHA  portfolio.  Currently,  there  are  136,050  FmHA  borrowers,  of  which  1,030  (less 
than  1  percent)  were  million  dollar  borrowers  (Attachment  3).  These  million  dollar 
borrowers  comprise  almost  40  percent  of  total  delinquent  principal  and  interest,  (At- 
tachment 4)5,  but  only  3.5  percent  of  total  delinquent  borrowers. 

The  typical  Farmer  Program  loan  stands  in  stark  contrast  to  this  portfolio  of  large 
delinquent  loans.  In  1993,  the  average  farm  loan  was  $75,106  and  was  provided  to 
a  farmer  with  assets  of  about  $313,000.  The  average  family  living  expenses  for  the 
farmers  receiving  direct  farmer  program  loans  was  only  $17,000  (Attachment  5)6. 

On  the  other  hand,  over  a  decade  earlier,  million-dollar  loans  were  made  to  large 
corporate  entities  and  partnerships,  which,  among  other  things,  refinanced  existing 
debt  from  commercial  lenders.  The  principals  in  these  entities  were  often  wealthy 
individuals  with  numerous  nonfarm  lousiness  interests  such  as  real  estate  develop- 
ment. The  loans  were  not  underwritten  by  cash  flows,  rather  by  assumed  property 
values  and  projected  increases  in  property  values.  When  property  values  collapsed, 
the  security  of  the  loans  collapsed  as  well. 

Background  on  Large  Loans 

NATURAL  DISASTERS 

When  many  large  loans  were  made,  several  parts  of  the  country  including  Califor- 
nia, had  experienced  a  series  of  natural  disasters.  First,  there  was  a  severe  drought 
in  1976-1977  affecting  States  in  several  regions.  When  the  rains  finally  came  in 
California,  there  was  extensive  flooding.  Farms  were  deluged.  Shortly  thereafter 
flooded  farmers  from  California,  and  drought-stricken  farmers  from  the  South  and 
other  areas,  turned  to  FmHA  for  help.  Thus,  the  large  emergency  loans  were  made. 
The  genesis  of  these  loans  was  for  emergency  assistance. 

ECONOMIC  SITUATION 

Following  this  series  of  natural  disasters,  U.S.  farmers  were  plagued  by  severe 
economic  problems.  The  value  of  farm  land  dropped  precipitously,  and  commodity 
prices  collapsed. 

The  total  value  of  farm  assets  decreased  from  just  under  $1.1  trillion  in  1981,  to 
about  $850  billion  in  1986  (Attachment  6)7.  Total  farm  equity  decreased  from  $910 
billion  in  1981,  to  $681  billion  in  1986 — a  25  percent  decrease.  Interest  rates  aver- 
aged 12.87  percent  during  most  of  that  period,  and  peaked  in  1981  at  18.87  percent. 
At  the  same  time,  the  value  of  agricultural  exports  decreased  from  $43.3  billion  in 
1981,  to  $26.2  billion  in  1986 — a  40  percent  drop.  These  factors  combined  to  create 
a  crisis  in  the  agricultural  sector  which  caused  all  lenders  to  experience  severe 
losses  on  their  agricultural  portfolios. 

Between  1985-1986,  the  Farm  Credit  System,  commercial  banks  and  life  insur- 
ance companies  all  took  huge  losses.  Losses  to  commercial  banks  peaked  in  1985 
at  $1.3  billion;  losses  to  the  Farm  Credit  System  peaked  in  1986  at  $1.3  billion;  and 
life  insurance  losses  peaked  in  1986  at  $827  million.  FmHA  losses,  however,  did  not 
peak  until  1989  when  FmHA  lost  $3.3  billion. 

From  1981-1989,  311  agricultural  banks  failed.  In  fact,  the  situation  became  so 
critical,  that  in  1987  Congress  enacted  legislation  to  provide  financial  assistance  to 
the  Farm  Credit  System  to  prevent  it  from  collapsing.  Due  to  policy  directions  and 
statutory  and  legal  mandates,  FmHA  did  not  work  out  problem  farm  loans  in  the 


6  See  Appendix,  page  41. 

6  See  Appendix,  pages  42  and  43. 

7  See  Appendix,  page  44. 
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mid-1980's  as  had  been  done  by  the  other  financial  institutions.  As  a  consequence 
FmHA  losses  occurred  later  in  the  1980's  than  compared  to  other  lenders. 

When  it  became  apparent  to  commercial  lenders  and  the  Farm  Credit  System  in 
1985  and  1986  that  many  loans  could  not  be  repaid  because  farmers  were  in  des- 
perate economic  straits,  many  loans  were  written  off.  At  the  same  time,  some  lend- 
ers, concerned  about  mounting  loan  defaults,  discontinued  making  agricultural 
loans.  Many  of  the  borrowers,  who  were  refused  credit  by  the  commercial  lenders, 
wound  up  at  FmHA. 

In  the  private  sector,  once  it  is  determined  that  a  commercial  loan  cannot  be  re- 
paid, interest  stops  accruing  and  the  loan  is  quickly  written  off.  Unlike  these  finan- 
cial institutions,  FmHA  continues  to  accrue  interest  on  bad  loans.  Thus,  even  when 
it  is  determined  that  a  farmer  is  incapable  of  making  payments,  interest  continues 
to  accrue.  This,  in  part,  explains  the  continued  increase  in  farm  loan  losses  which 
turned  up  sharply  after  1986  (Attachment  7)8.  FmHA's  charge-offs  include  both 
principal  and  interest,  while  private  lenders  only  charge-off  principal.  Of  FmHA's 
$14.8  billion  in  charge-offs  since  1984,  approximately  30  percent  represents  interest. 
In  other  words,  excluding  interest,  the  principal  charged-off  would  be  approximately 
$10  billion. 

IMPEDIMENTS  TO  WRITE-DOWNS 

One  of  the  main  impediments  to  FmHA's  writing  down  loans  resulted  from  two 
lawsuits,  Coleman  vs.  Block  and  Curry  vs.  Block.  The  decision  in  the  Curry  case  was 
that  FmHA  had  failed  to  publish  regulations  affording  FmHA  borrowers  relief  pro- 
vided for  by  Congress.  The  judge  in  Coleman  ruled  that  FmHA's  regulations  adopted 
in  response  to  Curry  did  not  provide  sufficient  information  on  borrowers'  options. 
In  1983,  FmHA  became  subject  to  a  nationwide  injunction  against  foreclosures. 

For  most  of  5  years  following  the  commencement  of  the  lawsuit,  until  February 
1989,  FmHA  was  unable  to  accelerate  most  loan  accounts  because  the  Agency  was 

f>rohibited  from  initiating  foreclosure  actions.  During  that  time,  any  delinquent 
oans  went  unserviced,  and  interest  continued  to  accrue. 

AGRICULTURAL  CREDIT  ACT  OF  1987 

Congress  addressed  these  problems  by  enacting  the  Agricultural  Credit  Act  of 
1987.  This  Act  prescribed  in  detail  loan  servicing  options  to  be  afforded  delinquent 
farm  borrowers.  Although  enacted  early  in  1988,  to  authorize  restructuring  of  debt, 
it  was  not  until  1989  that  the  Act  was  actually  implemented.  The  main  features  of 
the  Act  provided  for: 

•  Write-downs  of  loans  to  the  current  value  of  collateral  if  the  cost  was  equal  to 
or  less  than  the  return  from  liquidation; 

•  Buy-outs  for  the  net  recovery  value  to  FmHA  of  the  collateral  securing  the  loan; 

•  Stronger  homestead  protection  and  farm  buyback  provisions;  and 

•  Establishment  of  an  appeals  division  separate  from  the  Agency's  loan  oper- 
ations 

It  should  be  noted  that  the  appeals  process  provided  much-needed  objectivity  to 
ensure  borrower's  rights.  However,  it  has  inadvertently  provided  opportunities  to 
significantly  delay  the  foreclosure  process.  For  instance,  if  a  borrower  exercises  all 
ofhis/her  servicing  and  appeal  rights,  the  process  could  continue  for  1,200  days  (At- 
tachment 8)9.  This  amounts  to  3  years  plus  105  days,  the  maximum  statutory  time 
frame  prior  to  foreclosures.  This  serves  to  explain  why  some  large  delinquent  loans 
will  still  take  some  time  to  be  resolved. 

FmHA  Staffing 

During  this  same  period,  there  were  significant  staffing  decisions  which  contrib- 
uted greatly  to  the  current  situation. 

There  is  no  question  in  my  mind  that  the  FmHA  field  staff  worked  as  hard  and 
as  creatively  as  they  could  to  handle  the  tidal  wave  of  new  loans  of  the  early  1980's. 
Their  resources  and  training,  however,  fell  short  of  demands  placed  on  them. 

During  this  period,  there  were  staffing  increases  at  the  National  headquarters 
and  in  the  Agency's  finance  office  in  St.  Louis.  The  total  number  of  FmHA  employ- 
ees in  these  two  offices  had  grown  to  more  than  1,700  of  which  only  252  were  loan 
specialists. 


8  See  Appendix,  page  44. 

9  See  Appendix,  pages  45  through  47. 
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This  is  why  Secretary  Espy  has  developed  a  reorganization  plan  for  the  United 
States  Department  of  Agriculture.  It  is  his  intention  to  redirect  human  and  fiscal 
resources  to  provide  the  services  needed  to  accomplish  the  Department's  missions. 

Steps  Being  Taken  to  Remedy  the  Large  Loan  Situation 

Mr.  Chairman,  although  we  are  all  well  aware  that  this  large  loan  situation  can- 
not be  repeated,  every  effort  must  be  made  to  clean  up  the  mess  created  in  the  last 
decade.  We,  at  FmHA,  have  already  begun  this  process  by  implementing  the  follow- 
ing procedures: 

•  In  1992  the  Large  Loan  Servicing  Group  was  created  in  response  to  the  diffi- 
culties experienced  in  attempting  to  resolve  these  large  delinquent  accounts. 
This  group  is  comprised  of  professionals  from  nationally  prominent  law  firms 
and  financial  institutions  specializing  in  managing  problem  loan  portfolios.  The 
number  of  delinquent  loans  over  $1  million  has,  as  a  result,  fallen  from  1,400 
to  971  since  the  inception  of  this  group. 

•  The  Large  Loan  Servicing  Group  has  identified  areas  of  concern  and  has  fo- 
cused their  efforts  on  changing  ineffective  processes  to  resolve  these  accounts. 
It  has  also  forced  the  borrowers  to  address  their  obligations  to  FmHA.  In  1993, 
this  group  conducted  a  4-day  training  session  with  FmHA  representatives  from 
every  State.  From  these  were  selected  Problem  Loan  Coordinators,  who  dis- 
cussed problem  loan  resolution  strategy  and  action  plans,  litigation  and  bank- 
ruptcy, and  ways  to  identify  hidden  assets. 

•  FmHA  instituted  a  procedure  to  contract  with  private  asset  investigation  firms 
to  identify  assets  that  were  not  reported  to  FmHA  by  these  borrowers.  This  ef- 
fort has  already  uncovered  significant  instances  of  fraud  and  conversion. 

•  All  States  now  have  action  plans  in  place  to  resolve  the  large  delinquent  ac- 
counts ($1,000,000  or  more  outstanding),  which  are  reviewed  by  the  Large 
Loan  Servicing  Group.  This  group  is  also  traveling  to  the  State  offices 
to  conduct  extensive  portfolio  reviews  to  help  establish  specific  action  plans 
for  resolution  of  these  accounts. 

•  FmHA  has  recently  developed  improved  coordination  efforts  with  the  USDA  Of- 
fice of  the  Inspector  General,  to  obtain  assistance  with  investigations  of  large 
delinquent  borrowers  who  display  signs  of  fraudulent  or  other  criminal  action. 

•  USDA  is  currently  working  to  implement  a  Litigation  Tracking  System  which 
will  assist  in  identifying  those  cases  which  are  not  receiving  the  attention  nec- 
essary to  permit  timely  litigation. 

•  The  Secretary  has  directed  FmHA  to  develop  legislative  proposals  to  deal  with 
this  situation.  These  proposals  will  likely  include  a  request  for  additional  statu- 
tory changes  to  permit  the  hiring  of  private  counsel  and  that  USDA  field  attor- 
neys be  made  special  assistant  U.S.  attorneys. 

•  Efforts  have  been  undertaken  by  the  Large  Loan  Servicing  Group  to  move  addi- 
tional authorities  to  State  FmHA  offices  to  resolve  those  cases  without  assets 
or  legal  merit.  This  permits  the  Large  Loan  group  to  focus  on  those  cases  with 
significant  assets  remaining. 

Current  Agenda 

It  is  clear  that  we  need  to  get  beyond  these  large  delinquent  loans.  Admittedly, 
mistakes  were  made.  Congress  has  taken  steps  to  close  loopholes,  so  that  this  situa- 
tion never  re-occurs.  Now,  we  must  cut  the  losses  resulting  from  past  poor  policy 
decisions.  There  will  be  large  writeoffs — FmHA  must  take  the  same  hit  that  private 
individuals  and  commercial  lenders  took  in  the  1980's. 

We  must  now  proceed  with  our  real  mission — providing  credit  to  small,  limited 
resource  farmers  who  cannot  secure  credit  elsewhere.  This  can  only  be  done  through 
supervised  credit.  Supervised  credit  will  allow  FmHA  to  prevent  defaults  by  build- 
ing in  quality  up  front.  Merely  providing  loans  does  not  help  farmers  in  the  long- 
run,  if  they  do  not  have  a  management  plan;  if  they  do  not  have  a  bookkeeping  sys- 
tem; if  they  do  not  know  how  to  keep  current  and  accurate  records. 

Supervised  credit  means  identifying  strengths  as  well  as  weaknesses,  and  then 
developing  a  plan  to  capitalize  on  the  strengths  and  to  correct  the  weaknesses.  Our 
objective  is  straight  forward:  to  increase  the  potential  for  the  borrower's  success  and 
their  graduation  to  other  credit;  while  minimizing  the  cost  to  the  Government. 
There  is  no  other  banking  institution  which  provides  this  type  of  personal  service 
to  this  segment  of  the  farming  community. 

In  order  to  gauge  our  success  at  FmHA,  I  hope  you  will  focus  on  our  ability 
to  meet  our  supervised  credit  priorities  in  the  future.  We  will  clean  up  the 
large  delinquent  loans.  On  that,  you  have  my  word.  We  currently  have  971  large 


34 

delinquent  loans.  Within  12  to  24  months,  I  hope  to  report  to  you  that  all  of  those 
that  are  not  tied  up  in  the  servicing,  appeals,  or  litigation  processes  will  have  been 
settled.  Our  first  priority  will  be  to  address  the  683  cases  wnere  there  is  still  collat- 
eral. We  will  make  every  effort  to  recover  as  much  as  possible  on  behalf  of  the  Fed- 
eral Government. 

In  the  future,  I  hope  you  focus  on  how  we  have  achieved  our  commitment  to  small 
farmers.  Judge  this  administration  by  the  number  of  small  farmers  we  have  served; 
by  the  number  of  beginning  farmers  who  have  gotten  an  opportunity  to  own  farms 
of  their  own,  by  the  number  of  socially-disadvantaged  farmers  who  have  been  given 
an  opportunity  to  stay  on  the  farm;  and  by  the  number  of  family  farmers  that  nave 
averted  financial  ruin  because  of  supervised  credit. 

Mr.  Chairman,  and  Members  of  the  subcommittee,  I  thank  you  for  the  time  you 
have  given  me.  I  look  forward  to  returning  in  the  future  to  review  our  progress. 
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ATTACHMENT  1 


Attachment  A  to 
FmHA  AN  No. 


ACCELERATION  CHECKLIST  FOR  FARMER  PROGRAMS  LOANS 
SERVICED  UNDER  FmHA  INSTRUCTION  1951-S 
(File  in  position  3) 


Borrower's  Name  Date  of  Review 

This  case  has  been  reviewed  by:     

District  Director 

I  concur  with  this  review:  

State  Director 

PART  A.   Initial  Notice 

Date  Initial  1951-S  Notice  was  sent:  

Type  of  Notice(s)  sent: 

Exhibit  A  and  Attachments  1  and  2  of  FmHA  Instruction 

1951-S 

Attachments  1,  3  and  4  of  FmHA  Instruction  1951-S 

Exhibit  D  of  FmHA  Instruction  1962-A  and  Attachments  1 

and  2  of  FmHA  Instruction  1951-S 

Exhibit  D-l  of  FmHA  Instruction  1962-A  and  Attachments 

1  and  2  of  FmHA  Instruction  1951-S,  or  Exhibit  A  of  FmHA  AN 
No.  1837(1951)  and  Attachments  1  and  2  of  FmHA  Instruction 
1951-S. 


Each  of  the  statements  below  should  be  marked  "Yes,"  "No,"  or 
"NA,"  if  not  applicable. 

1 All  liable  parties  were  properly  notified.   If  the 

certified  mail  was  returned,  the  material  was  sent  by 
regular  mail  in  accordance  with  Section  1951.907(f)(4)  of 
FmHA  Instruction  1951-S. 

2 If  the  delinquent  borrower  was  dismissed  from 

bankruptcy,  the  borrower  was  properly  renotified  of 
1951-S  servicing  rights  in  accordance  with  Section 
1962.47(c)(2)  of  FmHA  Instruction  1962-A. 

3 If  a  partial  application  was  submitted  within  the 

mandatory  response  timeframe  (60  days  for  notices 
sent  on  or  after  November  28,  1990;  45  days  for  all 
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earlier  notices) ,  the  borrower  was  immediately 
notified  of  the  information  needed  for  a  complete 
application  and  of  the  due  date  for  submitting  a 
complete  application  in  accordance  with  Section 
1951.907(f)(1)  of  FmHA  Instruction  1951-S. 

Part  B:   Servicing  Complete  Applications 

1 All  liable  parties  submitted  a  complete  application 

within  the  required  timeframe  (60  days  for  notices 
sent  on  or  after  November  28,  1990;  45  days  for  all 
earlier  notices) . 

2.   If  a  feasible  plan  was  developed: 

....  a.  The  borrower  was  sent  Exhibit  F  (Offer  to 
Restructure  Debt)  in  accordance  with  Section 
1951.909(h)(1)  of  FmHA  Instruction  1951-S. 

....  b.  If  the  borrower  did  not  request  debt  restructurinq 

within  the  45-day  response  period  provided  on  Exhibit  F, 
the  borrower  was  notified  of  FmHA's  intent  to  take 
adverse  action  with  Attachments  9  and  10,  or  9-A  and  10-A, 
in  accordance  with  Section  1951.909 (h) ( 1) (ii)  of  FmHA 
Instruction  1951-S. 

....  c.  If  the  borrower  returned  Attachment  10  or  10-A  of 

FmHA  Instruction  1951-S  with  a  request  for  preservation 
loan  servicinq  within  3  0  days  from  the  receipt  of  the 
notice,  the  borrower  was  sent  Exhibit  K  of  FmHA 
Instruction  1951-S  (Notice  of  Consideration  for 
Preservation)  in  accordance  with  Section  1951 . 911 (a)  ( 1)  (i) 
and  Section  1951.911(b)(2)  of  FmHA  Instruction  1951-S. 

....  d.   After  determining  that  the  borrower  did  not  respond 
to  Exhibit  K  of  FmHA  Instruction  1951-S,  did  not  qualify 
for  preacquisition  preservation  servicinq,  or  that  FmHA 
could  not  accept  the  offer  to  convey  security,  the 
borrower  was  notified  of  appeal  riqhts  on  Exhibit  B-l  of 
FmHA  Instruction  1900-B  in  accordance  with  Section 
1951.911(a)(5)  and  Section  1951.911(b)(5)  of  FmHA 
Instruction  1951-S. 

....  e.  If  the  borrower  requested  a  meetinq  in  response  to 

any  adverse  decision,  and  the  meetinq  did  not  resolve  the 
issue,  the  borrower  was  renotified  of  appeal  riqhts  on 
Exhibit  B-2  of  FmHA  Instruction  1900-B  in  accordance  with 
Section  1900.53(a)(4)  of  FmHA  Instruction  1900-B. 
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....  f.  After  determining  that  the  borrower  did  not  respond  to 
Exhibit  K  of  FmHA  Instruction  1951-S,  did  not  qualify  for 
preacquisition  preservation  servicing,  or  that  FmHA  could 
not  accept  the  offer  to  convey  security,  the  borrower  was 
notified  of  appeal  rights  on  Exhibit  B-l  of  FmHA 
Instruction  1900-B  as  required  by  Section  1951.911(a)(5) 
and  Section  1951.911(b)(5)  of  FmHA  Instruction  1951-S. 

....  g.  If  the  borrower  requested  a  meeting  in  response  to  any 
adverse  decision,  and  the  meeting  did  not  resolve  the 
issue,  the  borrower  was  renotified  of  appeal  rights  on 
Exhibit  B-2  of  FmHA  Instruction  1900-B  as  required  by 
Section  1900.53(a)(4)  of  FmHA  Instruction  1900-B. 

Part  C:   Servicing  Incomplete  Applications 

1 Except  for  borrowers  sent  Attachments  1,  3  and  4  of  FmHA 

Instruction  1951-S,  if  the  borrower  was  180  days 
delinquent  when  the  initial  notice  was  sent  and  did  not 
properly  respond,  the  borrower  was  notified  of 
FmHA's  intent  to  take  adverse  action  with  the  use  of 
Attachments  9  and  10  or  9-A  and  10-A  in  accordance  with 
Section  1951.907(f)(3)  of  FmHA  Instruction  1951-S.   NOTE: 
Failure  to  respond  properly  to  Attachments  1,  3  and  4  of 
«'  FmHA  Instruction  1951-S  ends  the  servicing  scheme  for 
that  borrower.   Accounts  accelerated  prior  to  October  14, 
1988,  which  have  not  been  subsequently  discharged  in 
bankruptcy,  should  be  sent  Attachments  7  and  8  of  FmHA 
Instruction  1951-S,  instead  of  Attachments  9  and  10  or 
9-A  and  10-A. 

2 If  the  borrower  returned  Attachment  10  or  10-A  (or 

Attachment  8)  of  FmHA  Instruction  1951-S  requesting 
preservation  loan  servicing  within  30  days  from  the 
receipt  of  the  notice,  the  borrower  was  sent 
Exhibit  K  of  FmHA  Instruction  1951-S,  (Notice  of 
Consideration  for  Preservation) . 

3 After  determining  that  the  borrower  did  not  respond  to 

Exhibit  K  of  FmHA  Instruction  1951-S,  did  not  qualify  for 
preacquisition  preservation  servicing,  or  that  FmHA  could 
not  accept  the  offer  to  convey  security,  the  borrower 
was  notified  of  appeal  rights  on  Exhibit  B-l  of  FmHA 

Instruction  1900-B  in  accordance  with  Section 
1951.911(a)(5)  and  Section  1951.911(b)(5)  of  FmHA 
Instruction  1951-S. 
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If  a  feasible  plan  could  not  be  developed: 

..  a.   The  borrower  was  sent  Attachment  1  to  Exhibit  G 

(Softwood  Timber)  if  the  borrower  owned  50  acres  or  more 
of  marginal  land,  in  accordance  with  Section 
1951.909(e) (3) (iii) (C)  of  FmHA  Instruction  1951-S. 

.  .  b.  In  States  with  USDA  Certified  Mediation  Programs, 
the  borrower  was  sent  Exhibit  E  (Mediation  and 
Other  Options)  in  accordance  with  Section 
1951.909(h) (3) (i) (A)  of  FmHA  Instruction  1951-S. 

OR 

In  States  without  a  certified  mediation  program,  in 
accordance  with  Section  1951. 909 (h) (3) (i) (B)  of  FmHA 
Instruction  1951-S,  if  applicable,  the  borrower  was 
sent  Exhibit  E  to  inform  the  borrower  about  available 
options  or  to  offer  a  voluntary  meeting  of  creditors  when 
a  substantial  part  of  the  borrower's  debt  was  held  by 
unsecured  creditors. 

. . .  c.  DALR$  was  correctly  completed  and  forwarded  for  State 
Director  approval.  Information  was  input  correctly  from 
the  Farm  and  Home  Plan,  appraisal (s) ,  and  the  DL  (or  AI) 
screen.   The  correct  discount  rate  was  used. 

. ..  d.  In  accordance  with  Section  1951. 909 (h) (3) (ii)  of  FmHA 
Instruction  1951-S,  the  borrower  was  notified  of 
FmHA's  intent  to  take  adverse  action  with  Attachments  5 
and  6  or  5-A  and  6-A  of  FmHA  Instruction  1951-S  along 
with  a  copy  of  the  DALR$  printout  signed  by  the  State 
Director. 

. ..  e.  After  all  rights  offered  on  Attachments  5  and  6  or  5-A 
and  6-A  of  FmHA  Instruction  1951-S  were  exhausted,  the 
borrower  was  sent  Exhibit  K  of  FmHA  Instruction  1951-S 
(Notice  of  Consideration  for  Preservation)  in  accordance 
with  Section  1951. 911 (a) (1) (i)  and  Section  1951.911(b)(2) 
of  FmHA  Instruction  1951-S. 

. . .  If  the  borrower  requested  a  meeting  in  response  to  any 
adverse  decision  and  the  meeting  did  not  resolve  the 
issue,  the  borrower  was  renotified  of  appeal  rights  on 
Exhibit  B-2  of  FmHA  Instruction  1900-B,  in  accordance 
with  Section  1900.53(a)(4)  of  FmHA  Instruction  1900-B. 


PART  D:   Servicing  Other  Requests 

Applications  for  Debt  Settlement;  or  Applications 

for  Subordination,  Consent  or  Partial  Release  have  been 
processed  through  to  completion.   The  applicant  was 
properly  advised  of  appeal  rights  concerning  any  adverse 
decision. 
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ATTACHMENT  2 

FARMER  PROGRAMS  •  DIRECT  LOANS 

DELINQUENT  MILLION  DOLLAR  BORROWERS  RANKED  BY 

REDUCTION  OF  TOTAL  OWED  BY  MILLION  DOLLAR  BORROWERS 

December  31.   1993 


STATE 


DECEMBER  1992 
TOTAL  OWED 


NO. 
DEL. 


DECEMBER  1993 
TOTAL  OWED 


NO 
DEL 


IREDUCTIONS1/1NCREASES 


IN  TOTAL  OWED 
BY  MIL.  OOL. 
BORROWERS 


IN  NO.  OF  MR- 
DOLLAR 
BORHOWERS 


GEORGIA 

'53.750.775 

31 

134.399.803 

71 

129.350.972) 

(101 

MISSISSIPPI 

.134   944  497 

'50 

270.694.648 

'38 

'24.249.8491 

112) 

LOUISIANA 

I  13.868.912 

56 

99.935.727 

58 

113.933.1851 

(8) 

ARKANSAS 

72. 212. 390 

47 

58.549.229 

38 

113.663.1611 

(9) 

MONTANA 

S5.201.359_ 

20 

44.800.033 

24 

(10.401.3261 

(6) 

WISCONSIN 

'■1.305.755 

9 

6.001.084 

3 

18.304,671) 

16) 

FLORIDA 

108.526.509 

48 

100.721.809 

46 

17,804.700) 

(2) 

OKLAHOMA 

91.096.345 

40 

83.691.889 

38 

(7.404.4561 

(2) 

INDIANA 

25.337.473 

20 

18.233.244 

13 

(7.104.229) 

(71 

TEXAS 

103.463.844 

104 

196.411.778 

100 

(7.052.0661 

14) 

MICHIGAN 

10.366.329 

\  7 

34.394.179 

13 

15.972.1501 

(41 

NEBRASKA 

;i. 468. 355 

12 

15.875.815 

9 

(5.592.540) 

141 

SOUTH  DAKOTA 

J6.324.367 

30 

41.372.921 

27 

(4,951,4461 

131 

IDAHO 

46.728.767 

25 

42.238.978 

23 

(4,489.7891 

(21 

NORTH  DAKOTA 

38.157.285 

27 

34.735.507 

23 

13.421.778) 

(4) 

KENTUCKY 

6.931.272 

5 

3.878.370 

3 

13.052.902) 

(2) 

OHIO 

12.978.828 

10 

10.388,574 

8 

(2.590.2541 

(2) 

TENNESSEE 

31.517.453 

20 

29.929,884 

16 

(1,587.569) 

(4) 

MINNESOTA 

33.639.020 

21 

32.060.456 

19 

(1,578.564) 

(2) 

ALABAMA 

5,044.853 

4 

3.660.191 

3 

(1,384.662) 

(1) 

SOUTH  CAROLINA 

50.547.720 

30 

49.348.553 

28 

(1.199.167) 

(2) 

WEST  VIRGINIA 

2.184.363 

2 

1.104.505 

1 

(1.079.858) 

(1) 

OREGON 

17,481.103 

10 

16.424.302 

9 

(1.056.801) 

ID 

KANSAS 

1,032.535 

1 

(1.032.535) 

(1) 

NORTH  CAROLINA 

20.160.823 

16 

19.209,493 

15 

(951.330) 

(1) 

IOWA 

2.853.224 

2 

1.905.529 

1 

(947.695) 

(1) 

VIRGINIA 

25.663.356 

16 

24.929.345 

15 

(734.011) 

(1) 

NEW  MEXICO 

21.235.236 

7 

20.717.940 

6 

(517.296) 

(11 

NEW  YORK 

32.767.299 

22 

32.510.079 

21 

(257.220) 

ID 

WASHINGTON 

18.733.968 

7 

18.685.408 

7 

(48.560) 

0 

ILLINOIS 

6.444,572 

3 

6.422.582 

3 

(21.9901 

0 

MASSACHUSETTS 

1.659.979 

1 

1.671.684 

1 

11.705 

0 

NEVADA 

1.472.873 

1 

1.540.612 

1 

67.739 

0 

MISSOURI 

6.324.664 

5 

6.407.518 

5 

82.854 

0 

WYOMING 

2.922.684 

2 

3.028.327 

2 

105.643 

0 

PUERTO  RICO 

2.632.335 

2 

2.756,430 

2 

124.095 

0 

PENNSYLVANIA 

4.343.110 

3 

4,497,026 

3 

153.916 

0 

MAINE 

4,398.109 

3 

4,666.443 

3 

268.334 

0 

COLORADO 

18.512.179 

8 

19.403.655 

8 

891.476 

0 

HAWAII 

0 

0 

.1,008.800 

1 

1.008.800 

1 

NEW  JERSEY 

0 

0 

1.367.849 

1 

1.367.849 

1 

CALIFORNIA 

560.269.088 

121 

562.437,731 

111 

2.168.643 

(10 

ARIZONA 

121,997,360 

50 

130.229.437 

55 

8.232,077 

c 

TOTALS 

2.349,500.968 

1,078 

2.192.247,367 

971 

(157,253.6011 

(107 
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ATTACHMENT    i 


SMALL    FARM    vs    LARGE    FARM    BORROWERS 


)F:  12/31/93 


FmHA    FARMER    PROGRAMS    CASELOAD 


MILLION    $    BOR 
1,030       0.75~ 


REGULAR    FARM    BOR 
136.050       99.25", 


cDllRrr       H  M  £.  «•''"' F     r.rrirr     r    i-    >•        '  ■  »  T  '      •Ci"=i»i«      r,iTi     p*cr 
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TOTAL    DELINQUENT    P    &    I    DOLLARS 


AS    OF:      12/31/93 
DOLLARS     1 ,000,000) 


DELINQUENCY    BREAKDOWN 

MILLION    $    BOR 
$1,630.4       39.42' 


REGULAR    FARM    BOR 
$2,505.3       60.58- 


SOURCE      FINANCE    OFFICE    FOC.l.'i.    Tat*     *dC540*    DATA    BAS 
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U.S.  FARMING 

ECONOMIC  DECLINE 


S  Billions 


1200 


1100 


1000 


600 


1980    1981    1982    1983    1984    1985    1986    1987    1988    1989 
"    Real  Estate  Assets        Equity    *   Total  Assets 

FARM  LOAN  LOSSES 

BY  LENDER 

S  Millions 


1984  1985  1986  1987*  1988  1989  1990  1991   1992 


•  Commercial  Banks 

•  FmHA 

*  starting  In  the  fourth  quarter  of 
1987  commercial  lenders  could  spread 
agricultural  losses  over  seven  years. 


Farm  Credit  System 
""  Life  Insurance  Co. 
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ATTACHMENT  8 


OPPORTUNITIES  FOR  DELAY  AND  TIME  REQUIRED 
TO  COMMENCE  FORECLOSURE  ON  A  DIRECT  FP  LOAN 
UNDER  FmHA  SERVICING  AND  APPEALS  REGULATIONS' 


Step 
No. 

Step  Description 

Days 

Authonty/Comments 

1. 

"Grace"  Penod  before 
Response  to  Notice  of 
Servicing  Opportunities 
Becomes  Important 

1 95  days 

Borrower  may  disregard  30  day  delinquency 
notice  and  servicing  offer.   1951.907(c)(1). 

FmHA  must  send  second  notice  15  days 
following  receipt  of  FOCUS  540  or  FOCUS 
580  report  on  accounts  180  days  delinquent 
1951.907(d). 

See  Sec.  331  D(a),  7  U.S.C.  §  1981D(a) 
(notice  when  1 80  davs  delmauent). 

2. 

Submit  Request  for 
Servicing 

60  days 

1951.909(a)(1)  &  (h)(1).   Sec.  331D(e),  7 
U.S.C.  §  1981D(e). 

3. 

Process  Application  for 
Primary  Loan  Servicing 

90  days 

1951.909(b) 

Sec.  353(4).  7  U.S.C.  §2001. 

4. 

Send  Notice  of  Mediation 
or  Offer  to  Schedule 
Meetinq  of  Creditors 

1 5  days 

1951.909(h)(3)(i)&(3)(ii) 

Sec.  353(0(1),  7  U.S.C.  §  2001(1)(1>. 

5. 

Mediation  Process 

45  days 
(assuming 
no 
request) 

45  days  to  respond  to  1951-S,  Exhibit  E. 
1951-S  §  1951.909(h)(3)(i)(C). 

Duration  of  mediation,  if  requested,  is 
generally  less  than  90  days. 

Effort  to  negotiate  an  appraisal  dispute  must 
precede  mediation  or  the  meeting  of 
creditors.  See  1951. 909(h)(3)(i)(C) 

6. 

Request  Meeting 
regarding  Adverse 
Decision 

15  days 

1951-S,  Exhibit  A.  Attachment  6-A. 
Sec.  353(F)(1).  7  U.S.C.  §  2001(f)(1). 

7. 

Send  Letter  Giving  Notice 
of  Appeal  Rights 

7  days 

1900-B§  1900.53(d)(1). 

Section  citations  are  to  the  Consolidated  Farm  and  Rural  Development  Act  as  amended. 
FmHA  Regulation*  are  codifed  in  Title  7  of  the  Code  of  Federal  Regulations. 


,    ■.-       i 
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OPPORTUNITIES  FOR  DELAY  AND  TIME  REQUIRED 

TO  COMMENCE  FORECLOSURE  ON  A  DIRECT  FP  LOAN 

UNDER  FmHA  SERVICING  AND  APPEALS  REGULATIONS 

(Cont'd! 


, 


v 


Step 

No. 

Step  Description 

Days 

Authonty/Comments 

8. 

Final  Decision  with  No 
Appeal/  Request  Appeal 

30  days 

1900-B.  Exhibit  B-1;  1951-S,  Exhibit  A. 
Attachment  6-A 

9. 
a. 

b. 
c. 

d. 

?■ 

f. 

g- 

Appeal  Process  Steps 
Schedule  Hearing 

Hearing  Decision 

Request  State  Director 
Review 

Review  Hearing  Record 

State  Director  Decision 

Request  NAS  Review 

MAS  Review  Decision 

45  days 

45  days 
30  days 

1 5  days 
45  days 
30  days 
45  days 

1900.56(a)(3);  Sec.  353(h),  7  U.S.C. 
§  2001(h). 

1900.57(h) 

1 900. 57(k)&. 58(d) 

1900.58(b) 

1900.58(b);  Sec.  353(h),  7  U.S.C.  §  2001(h). 

1900.57(j)4. 58(d) 

1900.58(b);  Sec.  353(h),  7  U.S.C.§  2001(h). 

10. 

Time  Allowed  for 
Response  to  Net  Recovery 
Buy-Out  Offer 

90  days 

1951.909(h)(4)(i) 

Sec.  353(c)(6)(A)(0(3). 

Allowed  penod  was  45  days  in  respect  of 
applications  submitted  prior  to  November  28, 
1990. 

11. 

a. 

b. 

Preservation  Servicing 

Respond  to  1951-S, 
Exhibit  K  Notice  (notice  of 
consideration  for 
preservation  loan 
servicing) 

County  Committee 
Meeting 

30  days 

(when 

next 

scheduled 

1951-S  §  1951.911(a)(5)(i)(A). 

No  national  regulatory  guideline  prescribing 
frequency  of  meetings.  See  also  Sec.  332(c), 
7  U.S.C.  §  1982(c)  (committee  meets  on  call 
of  chairman). 
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OPPORTUNITIES  FOR  DELAY  AND  TIME  REQUIRED 

TO  COMMENCE  FORECLOSURE  ON  A  DIRECT  FP  LOAN 

UNDER  FmHA  SERVICING  AND  APPEALS  REGULATIONS 

(Cont'd) 


Steo 

No. 

Step  Description 

Days 

Authority/Comments 

12. 

Send  Notice  of  Adverse 
Decision 

1 0  days 

1900-B  §  1900.53(a).  Sec.  3338(b)(1),  7 
U.S.C.  §  19830(b)(1) 

13. 

Reouest  Meeting 

1 5  days 

1951-S  §  1951.911(a)(5)(i)(B). 

.   14. 

Request  Appeal 

30  days 

1900-B.  Exhibit  B-1. 

15. 

Preservation  Servicing 
Appeal 

255  days 
(total) 

See  Step  9.  supra. 

16. 

Penod  for  Response  to 
Acceleration  Notice 

30  days 

1955-A.  Exhibit  D. 

Other  delays  may  occur  in  preparing  the  file 
for  litigation  in  the  referring  State  Office, 
during  review  by  OGC,  and  following  transfer 
of  the  files  to  the  US  Attorney,  all  of  which 
could  delay  sending  notice  of  acceleration  or 
commencing  foreclosure. 

17. 

Minimum  Delay  in 
Conducting  a  Non-Judical 
Foreclosure  Sale. 

28  days 

Additional  time  may  be  required  to  advertise 
and  conduct  a  commercially  reasonable  sale 
and  to  obtain  a  new  appraisal,  so  that  the  sale 
will  not  be  avoidable  in  any  subsequent 
bankruptcy. 

TOTAL  DAYS 

1200  days 

3  years. 

105  days 

18. 

Bankruptcy  on  Eve  of 
Foreclosures 

Unknown 

In  most  jurisdictions,  filing  of  a  bankruptcy 
petition  on  the  eve  of  a  scheduled  foreclosure 
is  not  a  per  se  bad  faith  filing  that  will  be 
dismissed  immediately  with  sanctions  against 
the  debtor  or  the  debtor's  attorney. 
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SENATOR  GRASSLEYS  QUESTIONS  FOR  MICHAEL  DUNN 
AND  HIS  RESPONSES  THERETO 

Reference:  As  far  as  I  can  tell,  these  emergency  loans  have  been  a  topic  of  discus- 
sion before  this  subcommittee  or  the  full  committee  in  1979,  1983,  1987,  and  1990. 
Here  we  are  in  1994,  16  years  after  these  loans  have  been  authorized,  still  talking 
about  them. 

Question  1.  Sixteen  years  from  now,  Mr.  Dunn,  in  the  year  2010,  if  there  was 
to  be  an  FmHA  oversight  hearing,  would  some  Senator  say  "Gee,  I  wish  FmHA 
wouldn't  have  done  so-and-so?",  or  "Gosh,  I  wish  FmHA  would  have  done  this  or 
that  back  in  1994?" 

In  other  words,  though  collecting  these  loans  is  undoubtedly  important,  the  re- 
strictions placed  on  these  loans  in  the  early  1980's  are  a  safeguard  against  future 
abuses,  but  looking  to  the  future,  are  there  any  things  that  need  to  De  discussed 
now,  to  prevent  reoccurrences  of  similar  problems  in  the  future  of  any  FmHA  pro- 
gram? 

Response.  As  you  have  noted,  the  prior  amendments  to  the  CONACT,  which 
now  govern  FmHA's  loan  programs,  should  prevent  a  recurrence  of  a  number  of 
abuses.  In  addition,  we  are  currently  undertaking  further  initiatives  to  improve  un- 
derwriting and  supervision  of  credit  through  training  for  both  borrowers  and  FmHA 
staff.  These  initiatives  should  together  ensure  that  only  those  borrowers  who  are 
acting  in  good  faith  and  can  conceivably  operate  feasible  farming  operations  will  in 
fact  get  assistance  and  will  then  receive  the  support  necessary  to  graduate  to  com- 
mercial financing. 

In  cases  where  a  borrower  has  failed  to  act  in  good  faith  or  whose  farming  oper- 
ation cannot  be  restructured,  there  are  steps  that  could  be  taken  to  mitigate  losses 
and  resolve  problems  more  expeditiously.  These  include  the  following: 

•  Grant  the  Secretary-authority  to  retain  private  counsel  to  liquidate  FmHA 
Farmer  Programs  and  Multi-Family  Housing  Program  debt. 

FmHA's  single  family  housing  programs  have  this  authority,  and  the  foreclosure 
backlogs  that  had  existed  have  been  resolved  since  this  authority  was  granted.  The 
reduced  carrying  costs  pending  foreclosure  are  estimated  to  have  savecf  FmHA  over 
$1.0  billion.  The  authority  should  similarly  be  granted  for  farmer  program  and 
multi-family  housing  loans,  so  that  these  matters  also  can  be  resolved  by  specialists 
in  this  kind  of  litigation. 

•  Grant  the  Secretary  discretion  to  assign  complex  appeals  to  administrative  law 
judges. 

The  legal  and  factual  issues  raised  in  cases  where  a  borrower's  financial  affairs 
are  complex  are  more  appropriately  addressed  in  proceedings  governed  by  the  Fed- 
eral Rules  of  Evidence,  which  can  assure  a  better  record.  Administrative  law  judges 
could  likewise  make  more  effective  use  of  prehearing  procedures  to  sharpen  issues 
prior  to  a  hearing  and  to  dispose  of  matters  by  summary  rulings.  ALJs  have  the 
expertise  to  resolve  this  kind  of  case  efficiently. 

Reference:  Along  those  same  lines,  I'd  like  to  inquire  about  restructuring  guaran- 
teed loans.  As  you  know,  a  secured  guaranteed  operating  loan  is  made  for  21  years. 
If  a  farmer  with  such  a  loan  hits  a  bad  year — like  last  year  in  Iowa — and  restruc- 
tures that  loan,  the  restructured  loan  can  only  be  made  for  15  years.  So  essentially 
at  a  time  when  he  is  having  cash  flow  problems,  a  farmer  is  saddled  with  higher 
payments  since  the  loan  cannot  be  reamortized  over  the  remaining  life  of  the  loan, 
or  better  yet,  for  the  full  21  years. 

Question  2.  Doesn't  that  defeat  the  purpose  of  restructuring,  and  isn't  this  some- 
thing that  is  worthy  of  further  inquiry  or  a  regulation  change? 

Response.  Operating  loans  are  normally  made  for  1  or  7  years,  depending  on  se- 
curity, and  may,  under  certain  circumstances,  be  rescheduled  for  longer  periods.  On 
a  7-year  loan,  if  there  is  a  balloon  payment  in  the  seventh  year,  the  repayment  is 
most  often  based  upon  a  15-year  loan  amortization  schedule.  It  is  correct  that  the 
maximum  operating  loan  restructuring  term  is  15  years.  We  can  envision  potential 
cash  flow  and  loan  restructuring  problems  for  those  borrowers  who  run  into  prob- 
lems within  the  first  few  years  of  obtaining  the  loan,  for  those  loans  with  terms  of 
21  years.  Yes,  we  agree  that  this  is  worthy  of  further  inquiry  or  a  regulation  change. 

However,  we  have  been  aware  of  very  few  instances  nationwide  where  the  15  year 
maximum  restructuring  term  has  caused  a  serious  cash  flow  problem.  The  difference 
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in  the  amortized  loan  payment  for  the  average  FmHA  loan  scheduled  for  15  years 
and  a  loan  scheduled  for  16  to  20  years  can  be  minimal.  For  example,  using  a  worst 
case  scenario,  assuming  the  average  loan  to  be  restructured  has  a  principal  balance 
of  $150,000,  the  difference  between  a  15  year  and  a  21  year  amortized  payment 
would  be  $2,388.  While  not  insignificant,  it  can  be  considered  minimal  when  looking 
at  a  projected  cash  flow  that  involves  hundreds  of  thousands  of  dollars  in  oper- 
ations. 

Also,  current  FmHA  regulations  allow  the  lender  several  additional  servicing  tools 
to  alleviate  any  cash  flow  problems.  These  include  unequal  payment  schedules,  de- 
ferrals of  a  portion  of  the  debt,  debt  write-downs,  and  interest  assistance  so  that 
the  lender  may  reduce  the  loan  interest  rate,  thereby  improving  cash  flow. 

In  those  few  cases  in  which  the  15  year  restructuring  limit  presents  a  problem 
for  those  loans  originally  scheduled  for  21  years,  FmHA  will  consider  making  an  ex- 
ception to  allow  an  extended  loan  restructuring  period. 

Reference:  Another  item:  FmHA  requires  a  certified  appraisal  for  real  estate 
loans,  regardless  of  how  big  the  loan  is.  Thus,  a  $20,000  loan  for  real  estate  would 
till  require  a  certified  appraisal  which  could  cost  over  $700 — and  the  borrower  pays 
for  that.  Commercial  banks,  the  Farm  Credit  System,  have  a  de  minimis  stand- 
ard: for  loans  under  $100,000,  a  loan  officer  not  involved  in  the  credit  decision  for 
the  bank  can  make  the  appraisal. 

Question  3.  Isn't  this  something  that  FmHA  should  consider? 

Response.  FmHA  guaranteed  Farm  Ownership  (FO)  loans  under  $100,000  can 
be  appraised  by  either  a  State  licensed  or  State  certified  general  appraiser.  For 
loans  over  $100,000  the  guaranteed  lender  must  have  the  loan  appraised  by  a  State 
certified  general  appraiser.  From  5  percent  to  9  percent  of  the  guaranteed  FO  loans 
closed  are  less  than  $50,000.  The  average  amount  of  guaranteed  FO  loans  made 
during  Fiscal  Year  (FY)  1993  was  $163,000  and  is  $167,000  for  fiscal  year  1994. 

FmHA  direct  FO  loans  under  $100,000  can  be  appraised  by  a  FmHA  State  Des- 
ignated (in-house)  appraiser  who  is  not  required  to  be  State  Certified  and  not  in- 
volved in  the  credit  decision.  The  cost  of  these  appraisals  is  considerably  less  than 
those  for  loans  over  $100,000,  which  must  be  appraised  by  a  State  Certified  General 
appraiser.  Because  the  average  size  direct  FO  loan  being  made  during  fiscal  year 
1994  is  $85,300,  the  majority  of  appraisals  are  made  at  the  lower  cost. 

Reference:  The  question  that  must  come  to  everybody's  mind  is  this:  We  have  a 
dentist  in  Southern  California,  with  a  $900,000  beach  front  home,  a  $2  million  dol- 
lar office  building,  yet  we  cannot  collect  on  his  FmHA  debt. 

Question  4.  First,  was  FmHA  then  or  is  it  now  precluded  from  pursuing  his 
other  assets?  Second,  assuming  he  is  aggressively  using  legal  counsel,  to  what  ex- 
tent is  Farmers  Home  unduly  restricted  in  pursuing  debtors  who  clearly  have  the 
assets?  Are  commercial  banks  similarly  hampered?  What  are  your  thoughts  in  this 
area? 

Response.  Pursuant  to  the  Privacy  Act  and  because  of  the  pendency  of  litigation, 
FmHA  is  precluded  from  responding  to  the  Senator's  question  in  any  manner  requir- 
ing a  release  of  confidential  information  regarding  a  borrower.  This  response  is  ac- 
cordingly framed  in  more  general  terms  encompassing  the  implications  of  FmHA's 
servicing  obligations  under  the  CONACT,  as  it  operated  prior  to  amendments  en- 
acted in  1990. 

As  the  Senator  is  aware,  the  Agricultural  Credit  Act  of  1987  established  a  com- 

grehensive  scheme  for  adniinistering  servicing  relief  to  FmHA  borrowers,  as  part  of 
bngress's  response  to  the  agricultural  credit  crisis  during  the  80s.  Under  the  man- 
date of  the  Act,  a  borrower's  rights  to  servicing  and  related  appeals  must  be  ex- 
hausted prior  to  acceleration  and  liquidation  of  a  loan  by  FmHA. 

The  servicing  provisions  of  the  CONACT  represent  an  attempt  to  balance  objec- 
tives of  keeping  farmers  on  the  farm,  where  feasible,  with  protection  of  the  financial 
interests  of  the  Government.  Under  the  1987  Act,  FmHA's  ability  to  consider  other, 
unpledged  assets  in  determining  servicing  entitlements,  including  Net  Recovery 
Buy-out,  was  quite  limited.  Accordingly,  borrowers  who  submitted  applications  for 
servicing  prior  to  November  28,  1990  may  purchase  their  loans  by  paying  FmHA 
the  "net  recovery  value"  of  FmHA's  collateral.  Other  assets  of  such  an  applicant  for 
servicing  are  not  considered.  By  purchasing  the  loan  through  a  Net  Recovery  Buy- 
out, the  borrower  obtains  a  discharge  of  indebtedness. 

Similarly,  as  there  was  some  question  under  the  1987  Act  whether  a  borrower 
was  required  to  show  good  faith  to  qualify  for  a  Net  Recovery  Buy-Out,  this  issue 
also  required  further  clarification  by  Congress.  Although  this  issue  has  now  been 
resolved  by  amendments  to  the  CONACT  made  by  the  Food,  Agriculture,  Conserva- 
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tion  and  Trade  Act  of  1990,  which  clarified  that  good  faith  is  a  condition  of  eligi- 
bility for  net  recovery  buy-out  relief  for  applications  submitted  after  November  28, 
1990,  the  amendments  also  included  a  savings  provision  which  has  precluded  any 
reconsideration  of  a  borrower's  good  faith.  Public  Law  101-624  §  1816(f). 

As  many  of  the  million  dollar  loans  made  in  the  Farmer  Program  were  long  delin- 
quent when  regulations  implementing  the  1987  Act  were  published  in  1988,  these 
borrowers  loans  have,  on  the  whole,  been  serviced  under  the  regulatory  guidelines 
that  apply  to  servicing  applications  filed  prior  to  November  28,1990.  For  the  reasons 
noted,  these  regulations  place  significant  limits  upon  FmHA's  consideration  of  a  bor- 
rower's unpledged  assets  during  servicing. 

If  for  some  reason  a  million  dollar  borrower  would  not  obtain  financing  for  a  net 
recovery  buy-out,  FmHA  would  be  entitled  to  seek  a  deficiency  judgment  under  its 
loan  documents  during  foreclosure.  Only  following  servicing  and  during  foreclosure, 
however,  does  this  right  come  into  play  in  respect  to  applications  for  servicing  filed 
prior  to  November  28,  1990. 

Finally,  how  FmHA's  remedies  compare  with  those  of  a  commercial  bank  needs 
to  be  considered  from  two  perspectives,  financial  and  administrative.  Since  the  1990 
FACT  Act  amendments,  FmHA  is  in  a  better  position  to  consider  all  of  a  borrower's 
assets  during  servicing  and  has  clearer  authority  to  deny  net  recovery  buy-out  relief 
to  a  borrower  who  has  not  acted  in  good  faith.  An  opinion  of  USDA's  Office  of  Gen- 
eral Counsel  is  required  to  establish  bad  faith.  Therefore,  from  a  purely  financial 
perspective,  FmHA's  disadvantages  in  recovering  on  defaulted  debt  relative  to  a 
commercial  bank  are  of  less  magnitude  than  was  previously  the  case. 

The  formula  for  net  recovery  buy-out  relief,  which  is  prescribed  by  section 
353(cX2)  of  the  CONACT,  does,  however,  treat  all  costs  associated  with  foreclosure 
and  management  and  sale  of  foreclosed  from  property  as  costs  exclusively  borne  by 
FmHA.  In  contrast,  foreclosure  costs  would  be  recoverable  by  a  commercial  bank 
under  its  loan  documents,  and  the  bank's  credit  bid  calculation  at  foreclosure  would 
be  subject  to  commercial  reasonableness  standards  and  its  goal  to  resell  the  ac- 
quired property  on  an  expedited  basis  without  further  loss.  The  calculation  would 
not  be  adjusted  for  a  lengthy  carrying  period,  which  in  FmHA's  calculations  reflects 
in  part  the  carrying  costs  during  the  period  of  exhaustion  of  post  foreclosure  preser- 
vation servicing  rights  and  related  administrative  appeals.  Administratively,  FmHA 
is  still  disadvantaged  in  recovering  from  delinquent  Dorrowers  relative  to  commer- 
cial banks.  As  I  noted  during  my  testimony,  statutory  time  constraints  governing 
servicing  may  cause  1200  days — 3  years  and  105  days — to  pass  before  FmHA  may 
commence  foreclosure,  which  is  a  necessary  condition  for  obtaining  any  prejudgment 
remedies  in  cases  raising  any  issues  of  bad  faith.  A  bank's  time  to  foreclose  would 
be  significantly  less;  ana  a  bank's  work-out/liquidation  process  would  be  unlikely  to 
consume  more  than  6  months  to  a  year. 

These  delays  and  differences  in  recoveries,  however,  reflect  mandated  servicing 
policies  that  have  as  their  objective  keeping  farmers  on  the  farm,  where  feasible. 
As  a  general  matter,  we  believe  that  this  is  best  accomplished  through  improve- 
ments in  supervision  of  credit  so  that  FmHA  intervenes  at  earlier  stages  when  loans 
experience  problems  and  so  that  more  modest  forms  of  relief  will  suffice,  which  can 
then  be  provided  at  less  expense  to  the  Government. 

Question  5.  Did  these  emergency  loans  carry  the  standard  requirement  that  a 
borrower  must  be  turned  down  by  usual  sources  of  credit? 

With  respect  to  the  1978  emergency  loans,  the  USDA  office  of  Inspector  General 
found  the  policy  that  applicants  should  first  attempt  to  secure  a  loan  from  private 
sources  was  not  being  enforced,  and  that  disaster  losses  were  being  overstated  by 
applicants  or  not  verified  by  FmHA.  Certainly  this  resulted  in  excessive  loans  being 
made. 

It  appears  to  me  that  there  were  some  safeguards  in  place  in  1978  to  ensure  that 
borrowers  qualified  and  that  their  losses  needed  to  be  verified.  As  the  OIG  noted, 
these  procedures  were  not  being  followed.  As  a  result,  in  part,  15  years  later  we 
are  still  grappling  with  the  mess. 

Response.  Public  Law  94-68,  enacted  August  5,  1975  amended  the  Consolidated 
Farm  and  Rural  Development  Act  (CONACT)  to  require  that  loan  applicants  be  un- 
able to  obtain  credit  elsewhere  at  reasonable  rates  and  terms. 

Public  Law  96-302,  enacted  July  2,  1980  amended  the  CONACT  to  also  allow  the 
Agency  to  provide  emergency  loan  assistance  to  applicants  who  could  obtain  credit 
elsewhere.  The  law  provided  for  a  lower  interest  rate  to  those  who  could  not  obtain 
credit  elsewhere.  This  law  also  set  a  loan  limitation  of  $500,000  per  disaster. 

It  should  also  be  noted  that  in  the  Food  Security  Act  of  1985,  Public  Law  99-198, 
enacted  December  23,  1985,  Congress  precluded  loans  to  operations  larger  than 
family-size  farms. 
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Question  6.  Were  there  not  in  fact  some  safeguards  in  place  at  the  time  of  which 
Farmers  Home  failed  to  adequately  avail  themselves? 

Response.  Concerning  disaster  losses  claimed  by  FmHA  applicants,  FmHA  re- 
quired the  Agricultural  Conservation  and  Stabilization  Service  (ASCS)  to  provide 
disaster  loss  yields,  so  that  FmHA  could  verify  the  applicants'  figures.  In  addition, 
FmHA  amended  its  regulations  in  February  1980  to  require  County  Office  personnel 
to  reverify  disaster  compensation  that  applicants  received  from  ASCS,  the  Federal 
Crop  Insurance  Corporation,  and  any  other  sources  to  assure  that  there  would  be 
no  duplication  of  government  benefits. 

Reference:  It  has  always  been  an  overt  goal  of  FmHA  to  assist  its  borrowers  in 
graduating  to  commercial  credit. 

In  1979,  Farmers  Home  stated  that  it  had  established  special  procedures  to  en- 
sure that  these  more  well-to-do  producers  would  graduate  back  to  commercial  credit 
in  a  timely  fashion.  The  revised  policy  shortened  the  initial  review  waiting  period 
from  5  years  to  2  years.  After  the  first  2  years  these  borrowers  would  be  scheduled 
for  review  every  2  years  until  graduation  was  achieved.  Clearly  that  hasn't  worked. 

Question  7.  Can  you  give  us  the  reasons  graduation  to  commercial  credit  failed 
for  borrowers  who  clearly  have  sufficient  assets  to  get  a  commercial  loan?  What 
changes  have  been  made  in  the  law  since  then,  and  is  there  anything  that  needs 
to  be  done  along  these  lines  either  by  regulation  or  legislation? 

Response.  Section  324(d)  of  the  Consolidated  Farm  and  Rural  Development  Act 
requires  that  any  direct  or  insured  loan  approved  under  section  321(b)  of  the  Act, 
be  reviewed  3  years  after  the  loan  is  made  or  insured  and  every  2  years  thereafter 
to  determine  if  the  borrower  is  able  to  obtain  a  loan  from  non-Federal  sources  at 
reasonable  rates  and  terms  for  similar  purposes  and  periods  of  time  to  pay  the  loan 
in  full. 

FmHA  issued  regulations  on  January  2,  1979,  requiring  EM  loans  for  operating 
type  loans  be  reviewed  after  5  years  and  every  2  years  thereafter  and  on  February 
13,  1980,  issued  regulations  requiring  a  review  3  years  after  the  loan  was  made  and 
every  2  years  thereafter  for  graduation  to  other  credit.  Due  to  the  extremely  high 
interest  rates  on  non-Federal  loans  in  the  1980's,  borrowers  used  the  high  rates  to 
avoid  graduation,  claiming  that  the  prevailing  interest  rates  were  not  reasonable. 

Also,  many  loans  under  EM  authority  were  made  to  private  corporations.  The 
stockholders  in  these  corporations  were  also  stockholders  in  other  private  corpora- 
tions that  usually  had  severe  restrictions  on  any  sale  or  transfers  of  the  stock.  The 
stock  was,  also,  usually  not  marketable  to  the  public  under  the  securities  laws.  The 
party  that  was  individually  liable  for  the  FmHA  debt  often  showed  only  stock  inter- 
ests in  these  corporations.  FmHA  in  these  cases  had  difficulty  proving  that  other 
assets  were  available  to  support  a  graduation  to  other  credit. 

If  the  borrower  did  not  graduate,  enforcement  of  the  graduation  requirement 
through  acceleration  and  foreclosure  on  loans  was  also  a  problem.  During  much  of 
the  mid-1980's,  FmHA  was  prohibited  by  the  injunctions  in  the  Coleman  vs.  Block 
litigation  from  commencing  or  continuing  collection  actions  on  farmer  program 
loans.  This  bar  continued  under  section  615  of  the  Agricultural  Credit  Act  of  1987, 
which  required  a  continued  suspension  of  collection  activities  during  the  period  re- 
quired to  draft  and  publish  implementing  regulations  to  afford  borrowers  the  oppor- 
tunities for  servicing  relief  mandated  by  the  1987  Act. 

The  relief  available  to  borrowers  in  bankruptcy  has  been  another  obstacle 
to  enforcement  of  graduation  requirements.  In  some  cases,  borrowers  sought  relief 
under  the  Bankruptcy  Code  to  avoid  FmHA  enforcement  actions.  As  you  know,  the 
Bankruptcy  Code  affords  significant  protections  to  a  farm  operation  during  the 
pendency  of  a  bankruptcy  delaying  enforcement  of  graduation  requirements. 

Also,  through  confirmation  of  reorganization,  and  debt  adjustment  plans  that  pro- 
vide for  extensions  of  terms  on  existing  FmHA  indebtedness,  write-downs  of  secured 
debt  and  discharges  of  unsecured  indebtedness,  the  Bankruptcy  Code  affords  bor- 
rowers additional  means  to  avoid  graduation  requirements. 

For  this  combination  of  reasons,  it  has  been  particularly  difficult  to  enforce  grad- 
uation on  these  older  large  FmHA  loans,  especially  large  loans  to  corporations  and 
partnerships.  The  individuals  that  own  these  entities  may  have  substantial  net 
worth,  but  because  of  the  way  the  assets  are  held,  it  has  been  difficult  to  give 
weight  to  these  assets,  which  have  not  been  pledged  as  collateral,  in  enforcing  grad- 
uation requirements  or  during  servicing  of  delinquencies. 

Current  guidelines  mitigate  some  of  these  problems,  and  the  Agency  has  recently 
given  the  requirements  for  the  graduation  of  borrowers  renewed  emphasis.  Current 
law  sets  a  $500,000  emergency  loan  limit  for  each  disaster.  The  loans  are  made  only 
for  partial  losses  suffered  during  the  disaster.  Loans  can  be  made  only  to  family  size 
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farmers.  With  these  steps,  many  of  the  previous  loopholes  to  delay  or  avoid  gradua- 
tion have  been  closed.  We,  therefore,  believe  that  the  present  regulations  and  laws 
are  sufficient  to  enforce  graduation  requirements  in  respect  to  the  new  loans  being 
made. 

Reference:  Apparently  the  identity  of  these  borrowers  has  been  protected  by  pri- 
vacy laws.  Yet  some  agencies,  in  an  effort  to  collect  delinquent  student  loans,  have 
attempted  to  shame  doctors  in  paying  off  medical  school  loans  by  freely  publishing 
their  names. 

Question  8.  Is  FmHA  considering  similar  measures,  and  if  so,  what  changes  in 
the  law  would  have  to  be  mandated?  (Along  those  same  lines:  In  January  1994,  the 
FmHA  published  regulations  regarding  the  collateral  requirements  for  FmHA  loans. 
These  regulations  will  apply  to  direct  operating  and  ownership  loans,  as  well  as  oth- 
ers.) 

Response.  FmHA  is  not  currently  considering  any  request  for  exemptions  from 
the  Privacy  Act  to  publicize  delinquent  farmer  program  accounts,  but  may  at  some 
point  develop  legislative  proposals  to  establish  a  better  balance  of  protections  for  in- 
dividual and  government  interests.  We  are  currently  focusing  on  improvements  in 
management  of  the  programs,  which  may  in  part  require  other  legislative  changes. 
As  a  general  matter,  we  believe  that  management  changes,  with  legislative  changes 
where  necessary,  can  accomplish  the  desired  results. 

Our  primary  goals  in  managing  loan  delinquency  problems  are  to  improve  credit 
supervision,  so  that  loan  problems  are  identified  early  and  less  expensive  corrective 
actions  can  be  taken,  and  to  administer  the  FmHA's  servicing  regulations  fairly  and 
efficiently.  In  this  latter  regard,  we  are  concerned  with  obtaining  good  information 
regarding  borrowers'  farm  operations  and  assets,  with  assuring  that  resources  are 
committed  to  verify  these  disclosures  through  asset  investigations  when  appropriate, 
and,  in  cases  of  abuse,  with  seeing  that  civil  recoveries  are  pursued  in  cases  where 
criminal  prosecution  is  declined. 
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